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PREFACE 


The third edition of C.P.A . ProbJcms and Questions in Theory and Audit¬ 
ing follows the fiimiliar pattern of the first two editions. 

The |j;reat majority of the problem material is new and has be?eh taken 
from the examinations given by the various states and thg- ^jVmerican 
Institute of Accountants in the interval since the publication f)f the second 
edition. However, occasionally a problem used in the earlier volumes has 
been selected for use in this edition in order that the subject matter of 
each section might be fully rounded out. 

The Appendix covers one complete and representative C.P.A. examin¬ 
ation (American Institute of Accountants, May, 1950). This has been 
included to permit the stiulenl to test liis ability against the full require¬ 
ments of a representative C.P.A. examination. 

An effort has been made to give full credit to the various state boards 
and the American Institute of Accountants for the material used. No 
attemf)t has been made to edit the problems; they are presented exactly 
as given by the examining l)oards. The authors acknowledge with appre¬ 
ciation the cooperation of these state boards and the American Institute 
of Accountants for permitting the use of their material in this volume. 

This third edition of C.P.A, ProhJims and Questions in Theory and Audit¬ 
ing is presented to advanced accounting students as a means of furthering 
their study in accounting and in preparing for the C.P.A. examination. 

J\coB B. Taylor 
Hermann C. Miller 

Columbus, Ohio 
January , 1951 
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PART I 

FINANCIAL AND OPERATING STATEMENTS 
THEIR PREPARATION, REVISION, AND ANALYSIS 




SECTION I 


PREPARATION, REVISION, AND CORRECTION 
OF STATEMENTS 

Problem 1 

(New York, April, 1943) 

From the following list of accounts of the Crosby Company, dated 
December 31, 1942, prepare: 

1. Balance sheet, December 31, 1942 

2. Profit and loss statement, year ended December 31, 1942. 


The CnosBY Company 


Arrounts payable 

$201,000 

Accnuiits rpcpiv iy)lL 

80,000 

Ad\ ertiamg 

25,000 

Buildmgg 

75,000 

Capital stock 

200,000 

Cash in bank 

10,000 

Certificate of deposit 

6,000 

Consignment of goods out 

2,000 

Discount on purchasi s 

3,000 

Discount on sales 

11,000 

Dividends 

10,000 

Factory supplies and expi rise 

20,000 

Factory "wages 

108,000 

Freight in on raw matprials 

75,000 

h uel—pov or 

90,000 

Geiirral sales expense 

6,000 

Installation of product sold 

12,000 

Insurance—fii e 

6,000 

Insurantc premiums on ofliitrs livts 

5,000 

Interest 

2,000 

Inventories, December 31, 1941 


Manufactured product 

55,000 

Purchased product 

12,000 

Raw materials 

97,000 

Inventories, December 31, 1942 


Manufactured product 

40,000 

Purchased product 

8,000 

Raw materials 

125,000 

Land 

20,000 

Machinery 

100,000 


3 
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Mortgage payable. S 25,000 

Notes payable. 45,000 

Notes receivable. 60,000 

Notes receivable discounted. 40,000 

Office cash. 200 

Office expense. 5,800 

Officers’ salaries. 50,000 

Office salaries. 18,000 

Purchases of purchased product. 150,000 

Purchases of raw materials.-. 220,000 

Reserve for depreciation of buildings. 12,000 

Reserve for depreciation of machinery. 40,000 

Sales of manufactured product. 600,000 

Salesmen’s commissions. 70,000 

Sales of old machinery. 3,500 

Sales of purchased product. 190,000 

Surplus. ? 


The Crosby Company has been in existence and in full operation for 
five years. The machinery sold was purchased as of January 1, 1938, for 
$10,000. The premium paid on the insurance on officers^ lives for 1942 
was $900. The cash-surrender value of this policy on December 31, 1941, 
was $3,400; on December 31, 1942, such value was $4,000. Accrued 
factory payroll unpaid was $5,000. Unexpired fire insurance, December 
31, 1942, was $1,500. 

Problem 2 

(New York, May, 1945) 

Requirements: 


1. Balance sheet. 

2. Profit and loss statement. 

3. Surplus statement. 

Scanlon Company 
Trial balance, June 30, 1944 

Accounts payable. $ 80,000 

Accounts receivable. $ 640,000 

Accrued bond interest. 6,250 

Accrued taxes. 18,000 

Bond interest. 25,000 

Buil din gs. 600,000 

Capital stock. 1,000,000 

Cash. 149,675 

Discount on bonds sold, July 1, 1942. 50,000 

Discount on donated stock sold from treasury by Uptown 

Trust Company, trustee. 50,000 

Finished-goods inventory, June 30, 1943. 316,000 

First-mortgage 5% bonds. 500,000 
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General expenses 

Labor 

Land 

Machinery and equipment 
Materials inventory, June 30, 1943 
Materials purchases 
Operation expenses 
Premium on capital stock 
Prepaid insurance, June 30, 1943 
Reserve for bad debts 
Reserve for depreciation 

Reserve for depreciation on machinery replacements 
Reserve for sinkmg fund, bonds 
Sales of finished goods 

Sinkmg fund, Uptown Trust C ompany, trustee 
Surplus on donated stock 

Treasury stock. Uptown Trust Company, trustee 
Unappropriated surplus 
Totals 


$ 


35,000 

265,600 

400,000 

300,000 

130,000 

610,000 

143,000 

6,000 


'iO.OOO 

70,000 


$ 100,000 

1,300 
34,725 
30,000 
50,000 
1,830 000 

120,000 

70,000 


^,840,275 13,840,275 


1274,000 

210,000 

104,000 

Interest is payable April and October 


Supplementary Information 

Inventories, June 30, 1944 
Fmished goods (cost) 

Goods in process (cost) 

Materials 

Bonds mature in 10 years from July 1, 1942 
Bonds were sold at 90 

Depreciation buildmgs, 2% per annum, machinery, 7)^ % per annum 
The reserve for depreciation mcluded m the trial balance is analyzed as follows 
Buildings I 12,000 

Machmery and equipment 22,725 

Reserve for bad debts is to be 1% of accounts receivable 

Replai ements are to be made from revenue During the year just closed, one machme 
was removed and was replaced by a similar machine 
Old machine (an original purchase) had a cost value of $ 

Old machine was sold for cash m the amount of 
which was credited to machinery account 
New machine was purchased for 
The charge therefor was to operation expenses 

The Uptown Trust Company, as trustee, reports the receipt of mcome cash 
during the year in the amount of 
This amount was credited to the sinking fund reserve 
The insurance was paid on July 1, 1942, for a 3-year period 
Taxes were charged up each month to operation expenses m the amount of 
The accrued taxes account was credited 
Taxes paid during the year amounted to 
The tax year ends March 31 

The treasury stock was donated and has all been sold 

A dividend of 10% was declared as of June 30, 1944, payable July 15, 1944. 

The Scanlon Company has been in existence two years 


12,000 

3 000 

20,000 


2,500 


6,000 


54,000 
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Problem 3 

(American Institute of Accountants, May, 1942) 

From the following trial balance, operating and other data prepare the 
December 31, 1941, balance-sheet of the Brandon Manufacturing Com¬ 
pany and a statement of profit and loss for the year ended on that date. 


Opening Trial Balance January 1, 1941 


Dr Cr 

Cash S 3,000 

Accounts receivable 15,700 

Raw materials 55,000 

Goods in process 8,350 

Finished goods 154,500 

Deferred charges 1,100 

Land 40,000 

Buildings 94 000 

Reserve for depreciation of buildings $ 14,000 

Machinery and equipment 81 000 

Reserve for depreciation of machinery and i quipmuit 21,000 

Four per cent notes payable 270,000 

Accounts payable 20,500 

Five per cent cumulative preferred slock 100,000 

Common stock 80,000 

Deficit 52,850 


$505 500 $505,500 


Operating and Other Data 


1. Net sales $550,000 

2 Increase of raw materials inventory 64,000 

3 Purchases of raw materials 347,000 

4 Labor 60,000 

5 Manufnturing expenses 35,900 


6 Buildings w ere acquired January 1, 1934, i stimated life on that date 47 
years 

7 Machinery and equipment were ai quired January 1, 1934, estimated 
life on that date 27 years 


8 Inirease of materials in process inventory 20,000 

9 Decrease of finished goods inventory 36,000 

10. Selling expenses 35,000 

11 Administrative expenses (including capital stock tax) 26,000 

12 Collected from customers 520,700 

13. Paid to trade creditors 347,500 

14. Notes payable donated to the company by the owners on January 31, 

1941, and cancelled 45,000 

(Interest was paid on these notes to date of cancellation All other 
notes were renewed as they became due and no other borrowing took 
place m 1941) 

15 Interest on notes was paid m 1941 to the amount of 6,650 
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16. Deferred charges, December 31, 1941, represented by unexpired insur¬ 


ance on plant. $ 1,500 

17. Purchase of $5,000 U.S. savings bonds in December, 1941. 5,000 

18. Donated to the Red ('ross. 2,000 

19. The opening deficit is made up as follows: 

* Loss Profit 


1934 . $16,000 

1935 . 18,000 

1936 . $ 2,500 

1937 . 17,000 

1938 . 10,000 

1939 . 15,000 

1940 . 13,350 


$72,350 $ 19,500 $ 52,850 


20. The normal and surtax rales applicable to the 1941 net income are: 

Normal tax— 

24 per cent on the net income. 

Hurtax— 

6 per cent on the net income not in excess of $25,000 

7 per cent on the net income in excess of $25,000 

21. For the purposes of this problem the declared value excess-profits tax and the 
excess-profits tax should be ignored. 

22. During its entire existence the company had no capital gains or losses, nor were 
there any other items of income or expense that would affect the calculation of 
the "net operating loss deduction." 

23. The company’s annual statiunents had been correctly prepared from year to year 
since its organization on January 1, 1934, and all tax returns had been accepted by 
the Internal Revenue Bureau as filed. 


Problem 4 

(Wisconsin, November, 1924) 

From the following information, prepare a balance sheet as of December 
31, 1923, and a profit and loss statement for the year ended December 31, 
1923, of the Oxford Corporation, which commenced business on January 
1, 1923: 

Profit and Loss Statement 

1. Sales for the year are equivalent to the paid-up capital stock. 

2. Materials used in manufacture are 75 per cent of materials purchased. 

3. The manufacturing expenses for the year are distributed thus: 

а. 50 per cent to materials. 

б. 25 per cent to productive labor. 

c. 25 per cent to other manufacturing expenses, which included 5 
per cent depreciation on plant and machinery, amounting to 
13,000. 
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4. Inventory of finished goods at December 31, 1923, is 20 per cent of 
the goods delivered to the warehouse. 

5. Inventory of goods in process, December 31, 1923, is equivalent to 
50 per cent of the goods delivered to the warehouse. 

6. Selling and administration expenses, exclusive of bad debts, amount 
to 30 per cent of sales or 40 per cent of the cost of sales. 

7. Bad debts written off are 1 per cent of the sales. 

8. Net loss for 1923 amounts to $4,800. 

Balance Sheet 

1. Unpaid items at December 31, 1923, are: 

a. 45 per cent of materials purchased. 

b. 25 per cent of the selling and administrative expenses. 

c. $20,000 on plant and machinery. 

2. 9 per cent of the sales is outstanding at December 31, 1923. 

Problem 5 

(American Institute of Accountants, November, 1941) 

From the following trial balance of Young & Co., Inc , before closing 
of its second year on June 30, 1940, and from the additional data given, 
prepare a columnar work sheet showing in separate columns the adjust¬ 
ments applied to the trial balance and the resulting adjusted balances, the 


latter segregated into balance-sheet and proht-and-loss account columns: 

Trial. Balance 




Dr. 

Cr. 

Fash 

$ 52,475 


Acrounts receivable 

320,000 


Reserve for bad debts 

$ 

650 

Materials and goods in process—June 30, 1939 

65,000 


Finished goods -June 30, 1939 

158,000 


Insuranie unexpired—June 30, 1939 

3,000 


Land 

200,000 


Buddings 

300,000 


Reserve for depreciation of buildings 


b,000 

Machinery and equipment 

148,500 


Reserve for depreciation of machinery and equipment 


11,250 

Reserve for replacements 


15,000 

Sinking fund trustee 

25,000 


Discount on bonds 

25,000 


Treasury stock 

35,000 


Accounts payable 


40,000 

Bond interest accrued 


3,125 

Taxes accrued 


9,000 

First mortgage 5% sinking fund bonds 


226,250 

Capital stock 


500,000 
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Premium on capital stock. 

Stock donation. 

Reserve for bond sinking fund. 

Surplus—June 30, 1939. 

Sales, less returns and allowances. 

Purchases of materials. $ 

Labor. 

Operating expenses, repairs, etc. 

General expenses. 

Bond interest. 


Cr. 

50,000 

60,000 

25,000 

60,000 

915,000 


305,000 

132,800 

121,500 

17.500 

12.500 


$1,921,275 $1,921,275 


Additional Data 


1. The $500,000 share capital had been issued at a 10 per cent premium 
to the vendors of the property on June 30, 1938, the date on which the 
company was organized. Stock in the amount of $60,000 par was 
donated by the vendors and was recorded by a debit of that amount to 

Treasury stockand a credit to Stock donation.^^ It was donated 
because land and buildings had not been valued accurately when entered 
on the books and the proceeds were to be considered as an allowance on 
the purchase price of land and buildings in proportion to their values as 
first recorded. The stock was sold in the latter part of 1938 for $25,000 
which amount was credited to ^'Treasury stock.” 

2. On June 30, 1940, a machine, which cost $6,000 when the business 
was started, was removed and replaced by a similar machine costing 
$10,000, which amount was charged Jo “operating expenses, repairs, 
etc.” The replaced machine had been depreciated at per cent during 
the first year. The only entry made was one crediting “machinery and 
equipment” with its sales price of $1,500. 

3. Depreciation of buildings is to be provided at 2 per cent annually 
and of machinery and equipment at per cent. 

4. The inventories at June 30, 1940, were 


Materials. 

Goods in process, cost. 
Finished goods, cost... 


I 52,000 
105,000 
137,000 


5. The company decided to maintain a reserve for bad debts equal to 
one per cent of the accounts receivable outstanding on June 30th. 
Accordingly $3,000 had been set aside at June 30, 1939, against which 
the bad debts of the year ended June 30, 1940, had been written off. 

6. Three years insurance is carried on buildings, machinery, and equip¬ 
ment and a premium of $4,500 had been paid on July 1, 1938. 

7. The first mortgage 5 per cent sinking-fund bonds mature in 10 years 
from July 1, 1938, with interest payable on April 1st and October 1st. 
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They were sold on July 1, 1938, at 90 and the discount is to be written 
off over the life of the bonds on the straight-line basis. 

8. A sinking fund and sinking-fund reserve arc built up on the straight- 
line basis with a provision that instalments after the first shall be 
decreased by the amount of the annual 5 per cent interest accretion to the 
fund, which interest is to be added both to the fund and to the reserve. 

9. It is learned from the records that the proper instalment to the sink¬ 
ing fund was paid by the company on June 30, 1940, but that the amount 
was charged in error to the first mortgage 5 per cent bond account. 

10. The sinking-fund trustee reports that he added $1,250 interest to 
the fund on June 30, 1940. This had not been recorded by the company. 

11. During the year ended June 30, 1940, taxes were charged at $3,000 
monthly to “Operating expenses, repairs, etc.“ and “Taxes accrued^ 
were credited. The taxes paid during the year amounted to $27,000. 
The taxes are assessed each time for the year ended March 31st. 

12. A dividend of 10 per cent on the outstanding stock was declared 
June 25th, payable July 15, 1940. 


Problem 6 


(Wisconsin, November, 1942) 


The Roberts Company has requested you to prepare a balance sheet 
to be submitted to the bank. 

The books which have been closed for the year show the following 
balances; 


The Roberts Company 
Post-closinp; trial halarire, Drermbpr 31, 1942 


Cash. 

Accounts receivable. . . . 

Reserve for bad debts. 

. $ 59,2H1.76 

. 135,040.23 

* 6,824.00 

Inventories. 

Land. 

Buildings. 

Reserve for depreciation. . . 

. 207,520.64 

. 21,500.00 

. 117,932.15 

23,789.44 

Machinery and equipment. . . . 
Reserve for depreciation. . . . 

. 209,189.78 

45,648.19 

Furniture and fixtures. 

Reserve for depreciation 

. 18,724.83 

13,519.26 

Goodwill, patents, etc. . .. 

Notes payable.. . . 

. 125,000.00 

100,000.00 

Accounts navable. . . 


131,013.42 

Bonds payable. 


150,000.00 

Capital stock . 


200,000.00 

Surplus. 


283,995.08 

Totals. 

. 1954,789.39 *954,789.39 
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Your investigation reveals the following facts with reference to the 
various accounts as listed: 

Cash: 

Cash in bank.|55,472.9l 

Cash on hand—actual count. . 3,408.85 

Check from customer dated December 29, 1942, for $300 returned by bank marked 
N.S.F. Customer states the necessary funds have been made available as of 
January 5, 1943. 

I.O.U. of employee for $100 dated December 15, 1942. 

Undeposited receipts of December 31, 1942, amounting to $1,308.85 were included 


in the cash count. 

Cash called for in working fund. I 2,500.00 

Accounts receivable: 

Customers’notes not yet due. .. $12,150.65 

Customers’ notes not yet due which have been discounted at the bank. . 2,750 00 

Officers’ notes not yet due ... . 5,000.00 

Employees’accounts receivable . 1,340.38 

Advance to affiliated company . 25,000 00 

This company is solvent and operating at a profit. 


Trade customers accounts make up the balance of this account. However, it is 
felt that possible losses from uncollectible accounts will total $8,500. 

Inventories: 

It has been decided to continue to inventory raw material on the basis 
of cost or market, whichever is the lower and the following summary is 
obtained: 

Inventory at cost price 
Inventory at market price 

Inventory at cost or market, whichever is the lower 
Goods in process were inventoried as follows: 

Material. . . . 

Labor ... 

Burden—80% of direct labor 

It is determined that the material costs in the above should be $11,920.40 
and $32,115.90, respectively, and that the burden should be 70 per cent 
of direct labor instead of the 80 per cent applied. 

It was also determined that $3,500 of finished goods not included above 
were temporarily located at the plant of an affiliated company serving as 
models. It is expected these will be returned within a month. 

Land: 

Land is carried at appraised value of $3,500 in excess of cost. 


$85,319.70 

84,104.20 

78,524.16 

Goods in Finished 

process goods 

$12,607 60 $ 33,927 34 
18,450 00 56,920 00 

14,760 00 45,536.00 

$45,817.60 $136,383.34 
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Buildings: 

Buildings are carried at cost, and the depreciation reserve is considered 
adequate. 

Machinery and equipment: 

Machinery and equipment is carried at cost, and the depreciation 
reserve is considered adequate. However, a machine which originally 
cost $6,250 was t^’aded in on a new machine valued at $8,100. Cash 
of $5,000 was paid in addition, and this $5,000 was charged to the asset 
account. No other entry was made. At the time discarded, the old 
machine had a reserve for depreciation of $3,900 accumulated on the 
books. Depreciation for 1942 was properly computed directly from the 
plant ledger. 

Furniture and fixtures: 

This account is carried at cost However, the rate of depreciation has 
been excessive, and it is determined that the correct reserve for deprecia¬ 
tion should be $5,121.75 as of December 31, 1942. 

Goodwill, patents, etc.: 

Patents which expire January 1, 1950, were purchased for $25,500 on 
January 1, 1940. In 1940 $500 was written off pursuant to board action. 

Goodwill of $100,000 lepresents the payment in cash and in capital 
stock for the goodwill of the predecessor corporation. Annual earnings 
to date have averaged better than 10 per cent on the par value of capital 
stock outstanding. 

Notes payable 

Notes payable to bank not yet due (inpluding customers’ notes diseouiited) $50,000 


Accrued interest on the above 300 

Trade acceptance payable 18,000 

Trade notes payable 7,000 

Accrued interest on the above 50 

Officers’ notes payable 25,000 


The above is convertible into stock at par at the option of the officers 
involved A request for $20,000 has been received and the stock certifi¬ 
cates prepared but have not been issued, awaiting necessary signatures. 

Accounts payable: 

Trade accounts payable $121 013 42 

Officers’ accounts payable 10,000 00 

Bonds payable: 

Bonds maturing November 30, 1949—accrued iiilrrest at 5% from 
November 30, 1942, to December 31, 1942 


150,000 00 
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Miscellaneous items' 

Taxes accrued on December 31, 1942 
Wages accrued on December 31, 1942 

Required: 

1. Revised balance sheet as of December 31, 1942, giving effect to the 
above information. 

2 Working paper schedules supporting the balance sheet amounts. 

3 Statement of changes in surplus 

Problem 7 

(Wisconsin, November, 1944) 

The following trial balance is taken from the books of X Corporation 
at December 31, 1943 


X Corporation 

Trial balance, December 31, 1943 


Catih on hand 

$ 5,000 


Cash in bank 

65,000 


Accounts reeeivable 

150,000 


Notes receivable 

10,750 


Inventory 

250,000 


Investments 

150,000 


Land 

150,000 


Buildings 

350,000 


Store eqmpment 

35,000 


Delivery trucks 

20,000 


Reserve for depreciation 

9 

112,000 

Bonds payable 


190,000 

Accounts payable 


95,000 

Notes payable 


180,000 

Reserve for accrued taxes, wages, interest, etc 


39,000 

Preferred stock—1,000 sh 


100,000 

Common stock—3,S00 sh 


380,000 

Earned surplus 


110,000 

Advertising 

10,000 


Discount earned 


1,500 

Donations 

1,500 


Freight-in 

5,500 


Heatmg 

5,200 


Insurance 

3,200 


Interest 

2,250 


Light and power 

3,000 


Maintenance and repairs 

25,000 


Office salaries 

15,000 


Officers’ salaries 

35,000 


Printing and stationery 

4,800 


Purchases 

1,200,000 


Ileal-estate taxes 

5,600 



$ 18,700 00 
2,150 00 
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Rent income 
Salaries—other 
Sales.. . 

Salesmen’s commissions 
Truck expense 
Totals. 


$ 1,800 

$ 15,000 

1,350,000 

30,000 

12,500 _ 

j^2,559,300 $2^559,300 


You are given the following additional information: 

1. Accounts receivable not resulting from sales in the amount of 
S2,500 are worthless and are to be charged to profit and loss. 

2. In addition a reserve for doubtful accounts is to be provided on the 
basis of one-quarter of 1 per cent of net sales. 

3. Accounts receivable include 515,000 due from officers of the 
corporation. 

4. Cash on hand included a due slip representing an advance to an 
employee of 5500. 

5. A reconcilement of the cash in bank account with the bank state¬ 
ment shows that the former was overstated by 52,5tK). This short¬ 
age was not covered by insurance. 

6. The inventory on hand December 31, 1943, priced at cost or 
market, whichever was lower, amounted to 5280,000. 

7. The inventory included merchandise costing 53,000 which was not 
charged to purchases until January 10, 1944. 

8. Purchases include an invoice for 51,500 for merchandise purchased 
f.o.b. point of shipment. The bill of lading for the shipment was 
dated December 20, 1943, but the merchandise was not received 
until some time after the inventory had been taken. 

9. An analysis of the investment account shows that a block of securi¬ 
ties was sold during the year at a profit of 510,000. The entire 
proceeds from this sale was credited to the investment account. 

10. The investment account includes: 

500 sh common stock Y Company. . . 350,000 

Advances to Y Company . . 20,000 

The investment in Y Company is in excess 80 per cent of the total 
outstanding stock of that company. The remaining stock of Y 
Company is owned by the president of X Corporation. 

11. The directors of Y Company on December 20, 1943, declared a 
dividend of 55 per share on its stock payable January 15, 1944. 

12. The remaining investments had a market value at December 31, 
1943, of 580,000. 

13. Accrued interest on these investments at December 31, 1943, 
amounted to |1,025. 
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14. The interest account represents charges for interest paid of $7,250 
and credits for interest received of $5,000. 

15. Interest on notes payable was paid to November 1, 1943, at the 
rate of 3 per cent. 

16. Depreciation rates are as follows: 


Building. 2% 

Store equipment. . 5 % 

Delivery trucks. 20 % 


The depreciation is adjusted annually. 

17. One truck was purchased on July 1, 1943, for $2,500 cash. 

18. On September 30, 1943, a truck purchased January 1, 1942, costing 
$2,500 was traded in on a new truck costing $3,000. The trade 
allowance on the old truck was $2,000. The entry on the books of 
the corporation pertaining to this transaction was as follows: 


Debit: Maintenance and repairs. Si,000 

Credit: Cash. SI ,000 


19. Advertising expense included charges aggregating $2,000 for mate¬ 
rial that will be used subsequent to December 31, 1943. 

20. Unexpired insurance at December 31, 1943, amounted to $450. 

21. Bonds payable represent an issue of $200,000 par value dated and 
sold April 1, 1943. The bonds were sold at 95. The interest rate 
is 5 per cent, payable April 1 and October 1 of each year. Bonds 
mature as follows: 

April 1, 1945. $ 50,000 

April 1, 1946. 50,000 

April 1, 1947. 100,000 

22. Discount earned account showed that discounts allowed in the 
amount of $8,500 had been charged to this account during the year. 

23. On December 24, 1943, the directors of X Corporation declared a 
dividend of $5 per share on the preferred stock and 50 cents per 
share on the common stock payable January 6, 1944. 

24. Sales included goods shipped out on consignment charged to the 
consignee in the amount of $2,000, which represents a markup on 
the cost of 333 ^ per cent. The amount was charged to the con¬ 
signee in the accounts receivable. 

Required: 

1. Work sheet showing the foregoing adjustments. 

2. Profit and loss statement for year ended December 31, 1943. 

3. Balance sheet arranged in acceptable form for an annual report. 
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Problem B 

(American Institute of Accountants, November, 1940) 

The Citizens Light and Power Company's trial balance of December 31, 
1939, is given below: 

Dr. Cr. 

Amortization of debt diacoimt and expense. $ 100 

Amortization of utility plant acquisition adjustments. 400 

Bonds.,. 35100,000 

Capital stock. 75,000 

Cash and working funds. 13,500 

Construction work in progress. 14,900 

Contributions in aid of construction. 25,000 

Customers’ advances for construction. 365 

Customers’ deposits. 750 

Depreciation. 5,875 

Dividend appropriations—capital stock. 6,000 

Dividends declared. 1,500 

Earn e d surplus. 4,185 

Extraordinary property losses. 35,000 

Interest accrued. 2 

Interest charged to construction. 200 

Interest on long-term debt. 2,500 

Interest receivable. 200 

Interest revenues. 400 

Materials and supplies. 4,500 

Notes and accounts payable. 2,000 

Notes and accounts receivable. 7,000 

Notes receivable discounted. 1,000 

Operating expenses. 32,000 

Operating revenues. 60,000 

Other deferred debits. 1,550 

Other interest charges. 2 

Prepayments. 1,000 

Property losses chargeable to operations. 1,000 

Reserve for amortization of utility plant acquisition adjustments 4,300 

Reserve for depreciation of utility plant. 66,525 

Reserve for uncollectible accounts. 500 

Taxes. 6,500 

Taxes accrued. 3,500 

Unamortized debt discount and expense. 3,200 

Utility plant acquisition adjustments. 10,000 

Utility plant in service. 200,000 

Totals. 35345,227 S345,227 


Additional. Information 

1 . The bonds are dated July 1, 1925, and are due July 1, 1955. Interest 
at the rate of 5 % per annum is paid on January 1st and July 1st. The 
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bonds were originally issued at 94. The appropriate adjustment at 
December 31, 1939, has not been made. 

2 . The charge to depreciation^^ includes SlOO for depreciation on 
trucks and other equipment used on construction work which is still 
uncompleted. 

3. $10,0(X) (face value) of the company’s bonds were purchased and 
retired on December 31, 1939, at 95. The January 1, 1940, coupons 
had been removed and will be paid separately. The entry for the 
bond purchase and retirement has not been made. 

4. On October 1, 1939, equipment which cost SI,500 broke down and was 
scrapped. It was acquired on April 1, 1935, and had been depreciated 
at the rate of 20 % per annum. The cost of removing and disposing of 
the equipment was $50. The bookkeeper made the following entry: 


Other deferred debits. $1,550 

Utility plant in service. $1,500 

Cash. 50 


No depreciation has been recorded on this equipment during 1939. 
Prepare: 

(a) The entries called for by the ‘^additional information.” 

(b) The balance-sheet of December 31, 1939. 

(c) The earned-surplus account for the year 1939. 

(d) The income account for the year 1939. 

Problem 9 

(New York, May, 1945) 

Prepare: 

1. Balance sheet. 

2 . Profit and loss statement. 

Hudson Manufacturing Company 
Trial bahincc, December 31, 1944 


Advances on CDnsignmenta —90% of cost ... $ 2,515 

Allowances on defective goods . . $ 5,450 

Bad debts written off. 3,700 

Bonding of employes—office. 125 

Bonds payable. 20,000 

Buildings. 25,000 

Capital stock. 100,000 

Cartage and express-in on purchases. 1,875 

Cash. 22,500 

Collection and exchange 350 

Commissions and salaries—salesmen. 22,150 

Customers. 125,000 
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Direct labor. S155,000 

Directors’ fees. 750 

Discounts—general. S 2,250 

Discounts—trade. 2,015 3,150 

Employers’ liability. 2,000 

Expenses and commissions of buyers 2,500 

Factory expenses. 1,505 

Freight-in on purchases. 11,500 

Freight-out on sales. 5,500 

Indirect labor. 27,500 

Insurance on factoiy—buildings, |150 725 

Interest expense. 4,750 

Inventory of merchandise, December 31, 1943 25,000 

Inventory of raw materials, December 31, 1943 12,500 

Land. 15,000 

Machinery and machine tools 20,000 

Merchandise purchases. 210,000 

Merchandise sales. 545,250 

Notes payable. 50,000 

Notes receivable. 750 

Office furniture and fixtures. . 2,850 

Office payroll. 9,000 

Patents. 12,500 

Patterns (not used for process) 2,500 

Power . 10,500 

Raw material storage. 250 

Repairs to factory—(buildings, $475). 1,130 

Reserve for amortization of patents . 3,750 

Reserve for bad debts 6,500 

Reserve for depreciation of buildings . 2,625 

Reserve for depreciation of machinery . 6,250 

Reserve for depreciation of office furniture. 1,250 

Returned sales . 20,500 

Salaries of officers. 7,500 

Stationery, printing, postage. 2,525 

Surplus. 19,510 

Taxes—(personal property, $500) 1,250 

Telegraph and telephone. . . 900 

Tools—shop and hand 3,500 

Trade creditors. 21,500 

Traveling expense—salesmen . . . 6,500 

Totals. . .j^4,550 $784,550 


Supplementary Data 

Amoritization is to be at the rate of 6 per cent. 
Consignments have all been sold. 

Commission on consignment is 5 per cent on sah 
(estimated on 10 per cent profit on sales). 
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Depreciation of buildings is to be at the rate of 2.75 per cent. 
Depreciation of machinery and machine tools is to be at the rate of 
10 per cent. 

Depreciation of office furniture and fixtures is to be at the rate of 10 
per cent. 

Inventories, December 31, 1944: 


Merchandise. $30^000 

Patterns. 2,000 

Raw materials. I."),000 

Tools. 2,750 


One-half of 1 per cent of net sales each year is charged to profit and loss 
and is credited to the reserve for bad debts. 

The company treats its investment in land and buildings as a separate 
investment for which it expects to receive 5 per cent. 

Accruals and other possible adjustments are not to be considered. 

Problem 10 

(New York, April, 1943) 

Prepare a balance sheet and operating statement. 

The trial balance of The Fruit Juice Company at December 31, 1941, 


follows: 

The Fruit Juice Company 
Trial balance, December 31, 1941 

Accounts payable. $ 5,500 

Accounts receivable. $ 26,500 

Accrued payroll, l^ecember 31, 1941. 1,000 

Automobiles. 12,000 

Capital stock outstanding—25,000 shares without par value— 

stated capital. 250,000 

Cash. 28,300 

Crowns and labels—inventory, December 31, 1941. 17,000 

Inventory of bottled juice, January 1, 1941—2,000 cases. 1,000 

Inventory of keg juice, January 1, 1941—4,000 kegs. 12,000 

Kegs, cases, and bottles on hand—inventory, December 31, 1941 28,000 

Machinery and tools. 104,000 

Prepaid insurance at December 31, 1941. 1,500 

Purchased materials, plus January 1, 1941, inventory. 195,000 

Real estate and buildings. 224,000 

Refund on kegs returned. 8,500 

Shop equipment. 6,000 

Signs—permanent. 11,700 

Surplus. 247,000 

Sales of bottled juice—400,000 dozen bottles. 255,000 

Sales of keg juice—20,000 kegs (includes $.50 for keg). 109,500 
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Interest earned and sundry income .... 

Bad debts 

$ 2,000 

Expense: 

Pressing 

40,000 

Bottling . 

56,000 

Shipping (including kegs, cases and bottles) 

45,900 

Selling 

27,000 

Administrative 

37,200 

Totals 

$883,600 


All juice is prociuced at the company's plant and sold in kegs or 
case lots of two dozen bottles each. Each keg produces 21 dozen bottles, 
and there is no loss from spoilage, leakage, or other causes. All kegs are 
filled in the pressing department. The inventories of keg juice and 
bottled juice at January 1, 1941, do not include the cost of kegs, bottles, 
etc., which are treated as shipping expenses. 

The unentered inventories at December 31, 1941, were as follows: 


Purchased materials. 177,500 

Juice in kegs . 9,000 kegs 

Juice m bottles . . 24,000 dozen bottles 

Kegs in hands of customers, subject to lefund of | 50 each .... S,000 kegs 


Provision for depreciation has been made by direct credits to the asset 
accounts. 


Problem 11 

(Ohio, October, 1944) 

The trial balance of Aircrafters, Inc., at December 31, 1943, was as 
follows: 


Aircrafters, Inc. 

Trial balance, December 31, 1943 

Debits Credits 


Cash ill bank . 

1,712,000 

Advances from U S. govern- 


Notes receivable . 

111,880 

ment on contracts $ 

446,000 

Accounts receivable . 

2,374,000 

Accounts payable 

950,740 

Raw materials inventory, 


Accrued liabilities 

220,700 

Jan. 1, 1943 

130,000 

Provision foi Federal taxes: 


Raw materials purchased . 

1,210,000 

Income, 1943 

640,000 

Work in process, Dec. 31, 


Excess profits, 1943 

333,540 

1943. . 

306,000 

Reserve for depreciation: 


Finished goods, Dec. 31, 


Buildings . 

15,000 

1943 . 

285,000 

Machinery . 

41,370 

Prepaid contract tool cost 

130,000 

Office equipment . ... 

12,180 

Postwar refund credit, 1943 

33,354 

Trucks . 

8,850 

Land 

58,000 

Airplane 

4,140 
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Debits 



Credits 

Buildings... 

S 355,000 

Capital stock. 

* 2,000,000 

Machinery. 

370,000 

Surplus. 


296,000 

Office equipment. 

80,000 

Sales. 


9,150,000 

Trucks. 

23,000 

Other income. 

20,000 

Airplane for officers. 

20,700 

Raw materials absorbed in 

Perishable tool inventory, 


costs. 


1,280,000 

Dec. 31, 1043. 

9,000 

Direct labor absorbed in 

Prepaid expenses. 

31,000 

costs. 


1,460,000 

Cost of goods sold. 

6 ,000,000 

Factory burden absorbed in 

Selling expenses. 

250,000 

costs. 


2,920,000 

Administrative expenses. . . 

1,004,000 




Other expenses. 

124,660 




Direct labor. 

1,460,000 




Factory burden. 

2,552,880 




Cost of samples made for 





sales department. 

39,000 




Royalties on patented pro- 





cess. 

88,860 




Dividends paid. 

40,000 




Federal income and excess- 





profits tax, 1943. 

940,186 




Total. 

*19,798,520 

Total... 


*19,798,520 

The following inventories on hand January 1 

, 1943, were 

sold during 

the year: 





Stage * 

Material 

Labor 

Burden 

Total 

Raw material. 




*130,000 

Work in process. 

$100,000 

$100,000 

$200,000 

460,000 

Finished goods. 

180,000 

130,000 

260,000 

570,000 

The inventories at December 31, 

1943, including material and labor 

valued at cost, were as follows: 




Stage 

Material 

Labor 

Burden 

Total 

Raw material. 




* 60,000 

Work in process. 

*102,000 

$ 88,000 

*176,000 

366,000 

Finished goods. 

90,000 

65,000 

130,000 

285,000 


In the examination of costs, you found the factory burden to have been 
absorbed at 200 per cent of labor cost, which was the correct burden rate 
for 1942. 

The samples transferred to the sales department during the year were 
costed out as follows: 
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Material . $ 9,000 

Labor . 10,000 

Burden . 20,000 

The following charges for depreciation were included in factory burden; 

Office building . . $1,000 

Office equipment 4,000 

Airplane 4,140 

Delivery equipment 4,600 

At the date of your examination, the Federal income- and excess- 
profits tax returns had been filed by the company, and the liability there¬ 
for was entered on the books. 

The war contracts for 1943 had also been renegotiated, resulting in a 
refund to the War Department of $300,000. You were requested to 
adjust the books as of December 31, 1943, for this liability and to correct 
the provision for Federal taxes. 

The following tax data are furnished for your guidance: 


Declared value of capital stock $25,000,000 

Excess-profits credit 1,595,000 

Excess-profits specific exemption 5,000 

Excess-profits tax rate 90% 

Surtax rate 16% 

Normal tax rate 24% 

Postwar refund credit on excess-profits rate ' 10 % 


You are to prepare: 

1. Balance sheet. 

2 . Statement of profit and loss, showing in detail cost of goods sold 

3 An analysis of cost of goods sold showing separately the material, 
labor and overhead (in pencil) 

4. Work sheet (in pencil). 


Problem 12 

(American Institute of Accountants, November, 1948) 

From the following post-closing trial balance, prepared by the account¬ 
ing department of the Alexander Company from its records at September 
30, 1948, and the supplementary information outlined below, prepare: 

a. a columnar worksheet, setting forth the necessary adjustments to the 
company’s accounts; and 

b. a corrected balance-sheet as of September 30, 1948. 
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Debit Credit 

$ 1,830,000 

¥ 3,800,000 

2,000,000 

4,000,000 

1,983,333 

375,000 

3,216,667 
4,000,000 
80,000 

1,000,000 
1,000,000 
625,000 

1,915,000 
435,000 

100,000 

gl3,180,00 0 il3,180,000 

It has been determined that the following transactions or circumstances 
have not been adequately considered by the company’s accountants in 
the preparation of the above trial balance: 

(1) Discounts receivable represent the uncollected balances of a con¬ 
siderable number of notes receivable, acquired on a discount basis, in the 
aggregate original amount of $3,750,000. The discount rate was 10% 
and the deferred income of $375,000 is the full amount of the discount at 
the dates of acquisition which were as follows: 

Date Aggregate Amount 

June 15, 1948. 52,000,000 

July 21, 1948. 1,000,000 

September 10, 1948 . 750,000 

By their terms, the notes are collectible in equal monthly installments 
over a period of 15 months. The management is of the opinion that the 
aggregate discount on the notes acquired should be regarded as earned 
over the life of the notes and has requested that the "sum of months’ 
digits” method* of transferring discount to income be used. It has been 


Accounts 

Accounts payable and other current liabilities..., 

Accounts receivable. 

Bonds payable—4 % —1952. 

Capital stock. 

Cash. 

Deferred income (discounts receivable). 

Discounts receivable. 

Fixed assets. 

Goodwill. 

Notes payable. 

Reserve for depreciation. 

Reserve for losses (receivables). 

Surplus: 

Balance—October 1, 1947. 

Income for the year ended September 30, 1948 
Treasury stock. 


* For example, if notes were collectible in equal installments over a five-month 
period, the following procedure would be used; 


Propurtion of Defarred 
Sum of Mouths' Income to be Considered 


Month Digits Realized 

iHt. 1 Ms 

2nd. 2 Ks 

3rd. 3 Ms 

4th. 4 Ks 

5th. _5 He 

15 
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agreed that this method is acceptable, but it has further been agreed that 
no discount will be transferred to income in the month of acquisition. 

(2) The company executed a lease agreement in July, 1948, for a five- 
year period beginning September 1, 1948, which stipulated an annual 
rental of $10,000. Under the provisions of the lease, the annual rental 
is due on the first day of each lease year, but no rent had been paid or 
accrued at September 30, 1948. 

(3) Real estate taxes are payable in two equal installments on March 1 
and September 1 of each year. The fiscal year of the assessing body ends 
on December 31’, but taxes are actually assessed on January 15 and 
become a lien against the property on February 1 of the fiscal year to 
which they are applicable. 

The 1948 taxes (due March 1 and September 1, 1948) were billed at 
$60,000, and were paid when due. 

(4) A 2% dividend was declared on September 30, 1948, to holders of 
record on October 15, 1948. The dividend is payable on November 1, 
1948. 

(5) Under a contract with an advertising agency, payments of $110,000 
were made during the year in connection with a direct mail campaign. 
The payments represented a deposit ($25,000) and services and expenses 
through August 31 ($85,000). A bill for services and expenses for the 
month of SepU^mber has been received in the amount of $60,000. All 
payments have been charged to expense; no accruals are reflected in the 
records. 

The contract was entered into and the program was commenced on 
June 1, 1948. The campaign is to continue until May 31, 1949, but 
benefits are expected to accrue over a three-year period. The deposit 
is intended to serve as a working fund for the payment of day-to-day 
expenses by the advertising agency; it will be deducted from the agency’s 
final billing. 

Total expenditures under this contract are estimated at $400,000. The 
company engages in more or less similar campaigns almost continuously. 

(6) Cash for the payment of the semi-annual bond interest, due Octo¬ 
ber 15, 1948, was deposited in advance with the trustee in September. 
The transfer of cash was treated as a charge against income. 

(7) Notes payable are all due prior to September 30, 1949. 

Problem 13 

(New York, October, 1941) 

Prepare the following statements for the Exeter Company, using, as 
necessary, the company’s previous experience in this connection, as shown 
below: 
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1 . Balance sheet. 

2 . Profit and loss statement. 

3. Statement of cost of sales. 

The account balances as listed will produce the pre-closing trial balance, 
December 31, 1940. 


Exeter Company 


AccDUnta payable . 

$190,000 

Accounts receivable 

222,000 

Accrued expenses payable 

35,000 

Automobile equipment 

6,000 

Bank 

14,000 

Bond issue expense—total 

12,000 

Bonds payable 

240,000 

Buildings—factory 

175,000 

Bull dings—f oun dry 

50,000 

Cash discount 

1,500 

Commercial expenses 

125,000 

Common capital stork 

500,000 

Dies 

8,000 

Factory equipment 

300 000 

Foundry equipment 

50,000 

Imprest cash 

100 

Insurance 

3,000 

Land 

15,000 

Manufacturing expense—factory 

200,000 

Manufacturing expense—foundry 

35,000 

Miscellaneous earnings 

2,500 

Notes payable 

160,000 

Notes receivable 

42,000 

Notes receivable discountiul 

28,000 

Office furniture and fixtures 

2,500 

Patterns 

12,000 

Payroll fund 

500 

Preferred capital stock 

250,000 

Productive labor—factory 

375,000 

Productive labor—foundry 

70,000 

Reserve for bad debts 

26,000 

Reserve for depreciation—factory 

44,000 

Reserve for depreciation—foundry 

15,000 

Sales—factory . 

880,000 

Sales—foundry 

150,000 

Sales—scrap 

4,000 

Stores 

550,000 

Surplus 

15,100 

Taxes 

4,000 

Treasury bonds 

150,000 

Treasury stock—common 

120,000 
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The following adjustments are necessary: 


Depreciation: 

Automobile equipment. 25% 

Buildings—factory. 4% 

Buildings—foundry. 5% 

Dies. 25 % 

Factory equipment. 

Foundry equipment. 10% 

Office furniture and fixtures. . 10% 

Patterns. 15 % 

Apportionments: 

Insurance: 

Factory.. #1,500 

Foundry. 500 

Unexpired. 1,000 

Taxes: 

Commercial expense. #1,000 

Factory. 1,000 

Foundry. 300 

Unused. 1,700 


Analysis of the results of the previous three years produced the follow¬ 
ing percentages: 

Factory, Foundry, 
per cent per cent 


Gross profit. 2l2;j 25 

Labor in product. 33H 30 

Manufacturing expense in product. 20 15 

Material in product. 25 30 


The bonds are 15-year bonds, 3 years thereof now expired. 


Problem 14 


(New York, May, 1945) 

Prepare, with due regard to form and placement of elements, the fol¬ 
lowing statements for the Magnus Company, cotton cloth manufacturers: 

1. Balance sheet. 

2. Profit and loss statement. 

3. Statement of cost of manufacture and cost of sales. 

Marnus Company 
Trial balance, December 31, 1944 

Accounts payable. # 4,302.00 

Accounts receivable. # 17,444.00 

Bad debts. 450.00 

Brokerage. 5,771.00 

Cash. 86,425.00 

Capital stock—common. 200,000.00 
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Capital stock—preferred. 

Executive salaries. 

Expenses. 

Income from investments. 

Income from rentals. 

Insurance . 

Inventory—finished goods. . . . 

Inventory—fuel. 

Inventory—goods in process.. 

Inventory—mill supplies. 

Inventory—property maintenanc(‘ 
Inventory—raw material cotton 

Investments . 

Labor 

Mill supplies... 

Prepaid insurance . ... 

Property and plant—cost 
Property maintenance 
Purchases—furl.. 

Purchases—raw material. . 

Repairs. 

Reserve for depreciation 
Reserve for plant improvement 
Sales of finished merchandise 

Sales of waste. 

Surplus. 

Taxes . 

Wages and salaries accrued.. 

Water rent. 

Totals. 



$ 

400,000. 

00 

1 10,800 

.00 



4,395 

.00 





15,338 

00 



4,179 

.00 

3,646 

.00 



86,918 

.83 



2,097. 

00 



62,437 

.00 



4,910 

.00 



815 

.00 



67,465 

86 



378,114 

00 



216,511 

00 



15,234. 

00 



2,154 

00 



676,170. 

00 



3,527, 

.00 



9,360. 

00 



144,903 

56 



7,252, 

00 





384,126 

00 



100,000 

00 



570,639 

.00 



13,254 

.12 



121,957 

.13 

7,623 

.00 





9,128 

00 

8,560 

.00 



$1,822,983, 

25 $1,822,983. 
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Inventories in pounds were as follows: 

December 31 
1943 1944 

Raw material $306,663 $150,155 

Goods in process—50% completed 101,752 104,287 

Finished merchandise. 86,229 23,343 

Purrhases of raw material during the year were 557,706 pounds. 
Waste sales during the year were 214,214 pounds. Depreciation of fixed 
assets amounts to $26,537.62. Inventories are valued on the basis of cost. 

Problem 15 

(New York, May, 1945) 

Required: Statement of assets and liabilities and statement of income 
and profit and loss for the year 1944. 

The Professional Associates, Inc., has entered into a contract with the 
Federal government to render a special type of professional service with- 
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out profit. The contract specifies that the government will pay only 
direct costs and that part of the overhead which is incidental to the 
services furnished. The work started in 1944 and will not be completed 
until the latter part of 1945, but bills are rendered monthly, covering all 
direct costs plus 40 per cent of the salary costs for overhead. Final 
settlement is to be made upon audit by the government when the work 
is completed. 

A trial balance of the accounts as at December 31, 1944, is as follows: 

Phofebsidnal Associates, Inc. 

' Trial balance, December 31, 1944 


Cash. $ 5,600 

Accounts receivable. 35,400 

Accounts receivable—government. 18,000 

Furniture and fixtures. 5,000 

Prepaid expenses. 1,800 

Accounts payable. $ 15,000 

Accrued expenses, taxes, etc. 4,000 

Reserve for bad debts. 1,500 

Reserve for depreciation. 2,000 

Capital stock. 20,000 

Surplus. 10,000 

Revenues—regular. 160,000 

Revenues—government contract. 43,000 

Salaries—regular. 80,000 

Salaries—government contract. 20,000 

Outside costs—regular. 10,000 

Outside costs—government contract. 4,000 

Supplies—regular. 15,000 

Supplies—government contract. 3,000 

Travel—regular. 20,000 

Travel—government contract. 8,000 

Promotional expenses. 3,000 

General and administrative expenses. 23,000 

Interest paid. 1,200 

Donations—American Red Cross. 1,000 

Provision for bad debts. 1,500 

Totals. «255.500 $^55,500 


The general and administrative expenses are as follows: 

Salaries of administrative officer, secretary, account clerks, and telephone 


operators. 114,500 

Telephone and telegraph. 3,300 

Stationery and office supplies. 2,200 

Audit fees. 1, OOO 

Trade dues and subscriptions. 1,000 

Research and experimental expenses. 1,000 

Total. $23,000 
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Problem 16 

(New York, November, 1944) 

From the following particulars, prepare a statement of manufacturing, 
trading, and profit and loss, year ended December 31, 1943. 

The Arctic Refreshmint Company commenced business on January 1, 
1943. The company manufactures automatic vending machines, places 
them on sites rented upon the basis of one-fifth of the takings, and sells 
penny packages of Refreshmints through them. 

The mints are purchased at 583^ cents a box of 100 packages. One 
free box is received with every six bought. 

The company also sells these vending machines to storekeepers, etc., 
to whom it supplies the mints at 58j^ cents a box 

The transactions for the year 1943 are summarized below: 

The Arctic Refreshmint Company 

Sales of Refreshmints 

Through machines S280,000 00 

To machine owners 10,500 00 

Sales of vending machines 

1,000 machines 35,000 00 

Purchases' 

Refreshmints—350,000 boxes 204,166 67 

Manufacturmg materials 250,000 00 

Expenses' 

Factory wages 45,000 00 

Rent of machine sites 56,000 00 

Machine repairers’wages—factory 7,000 00 

Factory rent and taxes 25,000 00 

Overhead (to be apportioned m the ratio of net purchases) 8,500 00 

Expense of collection from machines 28,000 00 

Depreciation- 

Machmery and equipment 1,500 00 

Machines on sites—10% of cost, this mcluding $18,333 33 for hxmg 

on sites tools, patterns, etc 1,000 00 

Bonus on purchases of Refreshmints 29,166 67 

Credit IS to be considered for uncollected sales in machines, estimated at 5,000 00 

During 1943, 11,000 machineis weie manufactured for the company’s 
use. 

Ending inventories' 

Mints on hand at end of year, and in machines on date of last collec¬ 
tion—52,000 boxes $ 30,333 33 

Manufacturing materials 25,000 00 

Work in process 22,500 00 
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Problem 17 

(Wisconsin, November, 1941) 

The Blackfly Aero Corporation was engaged in the manufacture of 
commercial planes and on July 1, 1940, had orders on their books for 20 
twin-motored 21-passenger planes for the Blue-sky Transportation Co. 
The first plane was to be delivered October 1, 1940, to be followed by the 
delivery of one plane a month until the order was completed. 

Four planes had been completed and delivered as of December 31, 1940, 
when, because of the demand for defense, it was necessary to cease com¬ 
mercial-plane production and change over to war-plane production. 

In order to take care of the increasing demands, the directors of the 
Blackfly Aero Corporation immediately decided upon an expansion pro¬ 
gram. Their present plant facilities were adequate to turn out a maxi¬ 
mum of 6 bombing planes a month and, with the proposed addition, would 
increase production to 10 bombing planes a month. 

The balance sheet of the Blackfly Aero Corporation as of December 31, 
1940, follows: 

BiiACKFLY Aero Corporation 
Balance sheet, December 31, 1940 


Cash 



9 

50,000 

00 

Accounts receivable 




10,000 

00 

Notes receivable, 5% due March 15, 1941 




500,000 

00 

Inventories: 






Raw material 

$1 

,154,220 

00 



Material in process 


733,121 

67 



Finished parts 


400,000 

00 2 

,287,341 

67 

Land 




50,000 

00 

Buildings 

1 

500,000 

00 



Less reserve for depreciation 


62,500 

00 

437,500 

00 

Machinery and equipment 

$1 

,250,000 

00 



Less reserve for depreciation 


550,000 

00 

700,000 

00 

Office furniture and equipment 

iT 

25,000 




Less reserve for depreciation 


8,000 

00 

17,000 

00 

Deferred items: 






Unexpired insurance 

$ 

3,200 

00 



Factory supplies 


3,000 

00 

6,200 

00 

Accrued interest 




1,041 

66 

Total . 




,059,083 

33 

LiahilUiPs 






Accounts payable 



$ 

15,000 

00 

Interest payable 




18,750 

00 

Notes payable, 4% due June 1, 1941 




100,000 

00 
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Accrued interest on notes. 

First mortgage 5% bonds due July 1, 1950, interest 

payable January and July. 

Capital: 

6% preferred stock: 

Authorized 15,000 shares @ $100. 

Unissued. 

Outstanding. 

Common stock—200,000 shares $10. 

Surplus. 

Taxes payable. 

Total. 


$ 333.33 

750,000.00 


$1,500,000.00 
500,000.00 
$1,000,000.00 
2,000,000.00 

150,000.00 3,150,000.00 

$4,034,083.33 
25,000. 00 
$ 4 , 0597 ^.^ 


The company manufactures the plane complete with the exception of 
tires, motors, instruments, and armaments. 

The last item is furnished by the War Department, and the only 
expense to the company in connection with armaments is the installation 
expense. 

The company had plenty of land on which to build, and it was decided 
to sell the balance of the preferred stock, call in the outstanding bonds, 
and borrow $1,000,000 on a new first mortgage at 4.}/2 per cent interest. 

The present issue of first-mortgage bonds was callable on 60 days’ 
notice at 102 and accrued interest. Notices were immediately sent 
out that the original issue of first-mortgage bonds would be called for 
payment as of April 1, 1941, and no interest would accrue after that 
date. 

The remaining 5,000 shares of preferred stock were sold before April 1, 
1941, at par, without expense to the company. 

The new first-mortgage bonds were dated April 1, 1941, and would 
mature serially at the rate of $50,000 a year for 20 years and bear interest 
at the rate of 43-^ per cent per annum payable semi-annually on April 1 
and October 1. The entire issue was sold at par on the issue date at a 
cost of 2 per cent. 

Contracts were immediately let for the construction of new buildings 
for $250,000 and new machinery for $500,000. The contracts called for 
completion of the buildings and installation of the new machinery by 
April 1, 1941. 

The company began immediate production of bombing planes, and by 
April 1, 12 planes had been completed and delivered. Production was 
increased to 8 planes in April, and 10 planes were produced and delivered 
each month thereafter. During the year 1941, 100 planes were finished 
and delivered. 

A trial balance as of December 31, 1041, is as follows: 
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Blackfly Aero Corporation 

Trial balance, December 31, 1941 

Debit Credit 


Cash. 

Accounts receivable. 

Inventories: 

Raw material. 

Material in process.. 

Finished parts. 

Land. 

Buildings. 

Reserve for depreciation. 

Machinery and equipment. 

Reserve for depreciation. 

Office furniture and fixtures. 

Reserve for depreciation. 

Insurance—unexpired. 

Factory supplies. 

Interest accrued. 

Accounts payable. 

Notes payable—4% due February 1, 1942 

First-mortgage bonds—4^ % . 

Preferred stock. 

Common stock. 

Surplus. 

Direct labor. 

Indirect labor. 

Purchases: 

Raw material. 

Finished parts. 

Factory expense. 

Heat, light, and power. 

Freight- and cartage-in. 

Depreciation: 

Buildings. 

Machinery and equipment. 

Furniture and fixtures. 

Insurance—factory. 

Freight- and cartage-out. 

Sales. 

Officers’ salaries. 

Office salaries. 

Stationery and printing. 

Postage. 

Interest paid. 

Interest received. 

Dividends on preferred stock. 

Dividends on common stock. 

Premium on first mortgage bonds called.. . 
Discount on first mortgage bonds sold. . . . 
Totals. 


S 1,066,171.67 
425,000.00 


1,154,220.00 

733,121.67 

400,000.00 

50,000.00 

750,000.00 

1,750,000.00 

30,000.00 

3,200.00 

3,000.00 


62,500.00 

550,000.00 

8,000.00 


300,000.00 

250,000.00 

1,000,000-00 

1,500,000.00 

2,000,000.00 

150,000.00 

2,000,000.00 

900,000.00 


4,238,183.33 
1,500,000.00 
300,000.00 
125,000.00 
15,000.00 


24,320.00 

1,500.00 

10,000,000.00 

60,000.00 

50,000.00 

1,200.00 

250.00 

35,541.67 

5,208.34 

75,000.00 

100 , 000.00 

15,000.00 

20,000.00 


#15,825,708.34 $15,825,708.34 
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Data: 

All insurance policies expired June 30, 1941. 

New insurance went into effect July 1, 1941. The premiums were paid 

for three years. 

Depreciation: 

Buildings—2J^ per cent per annum. 

Machinery and equipment—10 per cent per annum. No new 
machinery was installed after April 1, 1941. 

Furniture and fixtures—10 per cent per annum. New purchases 
were placed on the books as of July 1, 1941. 

Inventories: 

The inventories taken as of December 31, 1941, to be accepted as 
correct. 


Raw material. 1300,000 

Material in process. 375,000 

Finished parts. 200,000 

Factory supplies. 10,000 


New purchases received December 31, 1941, but not yet recorded on 
books nor in inventory: 

50,000 pounds aluminum sheets at 80 cents a pound. 

150,000 feet of various grades of lumber used in manufacture at 
J24.50 per thousand feet. 

10 motors—finished at $10,000 each. 

The property was assessed for tax purposes at $1,500,000. The tax 
rate for 1941 is $23.50 per $1,000 of assessed value. 

The note payable is dated September 1, 1941, due in six months with 
interest at 4 per cent per annum. 

Dividends: 

On January 10, 1941, the directors declared a dividend of 3 per cent on 
the preferred stock outstanding as at December 31, 1940, payable 
January 20, 1941. 

A similar dividend of 3 per cent was declared July 10, 1941, on the 
preferred stock outstanding as at June 30, 1941, payable July 20, 
1941. 

A dividend of 20 cents per share was declared January 10, 1941, on the 
common stock outstanding as at December 31, 1940, and payable 
January 20, 1941. 

A further dividend of 30 cents per share was declared July 10, 1941, on 
the outstanding common stock as at June 30, 1941, payable July 20, 
1941. 
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A dividend of 3 per cent on the preferred stock was declared on Decem¬ 
ber 18, 1941, to be paid on January 10, 1942, to stockholders of 
record on December 31, 1941. This entry is to be set up on the 
books. 

Interest on the first mortgage bonds was paid when due. 

The net profits were limited to 10 per cent on the total capital stock 
issued and outstanding as of the end of the year. 

An agreement with the War Department provided that the finished 
planes were to be billed at #100,000 each with an adjustment to be made 
at the end of the'year in accordance with the limitation of net profits. 

Required: 

Working papers. 

Statement of cost of goods manufactured and sold after giving effect 
to the above necessary adjustments and amount due to or from the 
government. 

Statement of profit and loss. 

Balance sheet at December 31, 1941. 

Problem IB 

(Wisconsin, November, 1943) 

You are to revise the accompanying financial statements to conform 
with the recommended or preferred method of treatment prescribed by 
the committee on accounting procedure of the American Institute of 
Accountants. You are also to submit your adjusting journal entries and 
explanations. The following facts should be taken into consideration. 

During the year 400 shares of treasury stock, which had been purchased 
at a cost of $20 per share, were issued to the president of the company as 
a bonus. The cost of the stock, $8,000, was charged to administrative 
expense; the market value of the stock at the date of the transaction was 
$35 per share. 

The investment in wholly owned subsidiaries is represented by the 
following: 



Cost 

Write-up 
in 1942 

Per balance sheet, 
December 31, 1942 

Subsidiary A. 

*177,500 

156,000 

S22,500 

*200,000 

156,000 

Subsidiary B. 




*356,000 
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Subsidiary A was organized during the year with a paid-in capital of 
$177,500. The net profits of the A Company for the period ended 
December 31, 1942, were $32,500 of which $10,000 was paid as a dividend 
to the parent company. The balance of $22,500 was credited to earned 
surplus in order to carry the subsidiary on the books of the parent at a 
net worth as shown by the books of the A Company. 

The stock of the B Company was purchased on July 1, 1942, at book 
value, and the operations for the six months ended December 31, 1942, 
showed no profit and loss. During this period a dividend of $25,000 was 
paid to the parent company out of the earned surplus accumulated prior 
to July 1, 1942. 

As of December 31, 1941, the plant and equipment of the company was 
appraised by engineers at $225,000 in excess of cost less depreciation. 
The appreciation was recorded on the books and credited to appreciation 
surplus account. Based on the company's established depreciation rates 
a provision for depreciation on appreciation of $12,500 was made for the 
year 1942 which was charged to appreciation surplus. 

As of December 31, 1931, $1,000,000 par value of 5 per cent first-mort¬ 
gage bonds was issued, the discount and expense in connection therewith 
amounting to $37,500. These bonds mature in 25 years, and the dis¬ 
count and expense were amortized on this basis, leaving an unamortized 
balance as of January 1, 1942, of $22,500. At that time the bonds were 
retired at 105 per cent of par in accordance with the provision of the 
contract. The funds required for this purpose were raised by the issuance 
of new bonds at par maturing in 25 years and bearing an interest rate of 
33 ^ per cent per annum. The company has capitalized the redemption 
premium and is amortizing the balance of the unamortized discount and 
expense and the redemption premium over the term of the new bond 
issue of 25 years. The entire amount of discount and redemption pre¬ 
mium was deducted in arriving at taxable income for 1942; the reduction 
in current income taxes for such deductions is estimated at $52,200. 

The provision for income taxes for 1942, $4,240,000, is the gross tax 
payable in 1943. The postwar refund estimated at $417,000 has been 
credited directly to the reserve for postwar adjustments. This reserve 
represents a provision for possible war costs and losses, the amount of 
which is not presently determinable. 

The $25,000 transferred to earned surplus from the reserve for law suit 
represents the unused balance of a provision made out of capital surplus, 
which surplus was created by a quasi reorganization in 1931. The law 
suit was settled in 1942 for an amount less than was anticipated at the 
time of reorganization. 
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Balance-sheet as of December 31, 1943 


Assets 


Current assets: 

Cash in banks and on hand 
Accounts receivable trade.. 
Less reserve. 


$ 855,221 

51,856,923 

44,133 1,812,790 


Due from U.S. government—postwar refund of excess- 

profits tax. 

Inventories. 

Treasury stock—1,410 shares. 

Investments in wholly owned subsidiaries. 


Property—plant and equipment. $2,137,804 

Less reserve for depreciation. 430,532 

Appreciation of plant and equipment. 5225,000 

Less reserve for depreciation. 12,500 

Prepaid insurance and other expense. 


Unamortized bond discount and expense and redemption 

premium. 

Total. 


417,000 

2,674,635 


55,759 

,646 

28 

,200 

356 

,000 

1,707, 

,272 

212, 

,600 

78, 

,684 

69 

,600 

58,211, 

,902 


Idahilities 

Current liabilities: 

Accounts payable trade. 5 544,902 

Accrued expenses. 135,430 

Provision for Federal taxes on income. 54,240,000 

Less U.S. Treasury notes—tax series. 2,500,000 1,740,000 

52,420,332 

First-mortgage bonds—% due January 1, 1967. 1,000,000 

Reserve for postwar adjustments. 1,017,000 

Capital stock: 

Authorized 100,000 shares par value 525 per share—issued 

and outstanding 97,000 shares. 2,425,000 

Surplus: 

Paid-in. 5 50,000 

Appreciation. 212,500 

Earned—subsequent to capital reorganization, December 

31, 1931. 1,087,070 1,349,570 

Total. 58,211,902 


Statement of Profit and Loss 
For the year ended December 31, 1942 

Net sales. 524,385,200 

Cost of sales. 17,987,457 

Gross profit. 5 6,397,743 

Selling and administrative expenses. . 1,018,898 

Net operating profit. | 5,378,845 
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Other income: 

Dividends—Subsidiary A 
Dividends—Subsidiary B 

Other charges* 

Interest paid 

Amortization of bond discount and expense and redemption 
premium 

Provision for postwar adjustment 
Balance 

Provision for Federal normal and excess-profits tax 
Net profit 


$ 10,000 

25,000 


$ 5,413,845 


$ 35,000 
2,900 

600,000 637,900 

$ 4,775,945 
4,240,000 
« 535,945 


Stacempni ot Earned SuHrLUS 
Balance at December 31, 1941 
Add: 

Net profit for the year 

Reserve for law suit 

Increase in book value of Subsidiary A 

Less dividends paid 

Balance at December 31, 1942 


$ 606,125 


5535,945 
25 000 

22,500 583,445 

$1,189,570 
102,500 
$1,087,070 


Problem 19 

(American Institute of Accountants, May, 1946) 

From the information submitted hereaftei, prepare a corrected balance- 
sheet of The Acme Trading Company as at December 31, 1944. 


The Acme Trading Company 
Balance-Sheet, December 31, 1944, per Books 
Assets 


Current Assets: 

Cash in banks 

Accounts and notes receivable 
Less—Reserve for bad debts 
Inventories 

Total current assets 
Property: 

Land 


Buildings $ 70,000 

Less—Reserve for depreciation 16,300 

Machinery and equipment $130,000 

Less—Reserve for depreciation 39,000 

Total property 


Investment in subsidiary company—The Smith Company 
Redemption fund for serial bonds 
Unamortized discount on serial bonds payable' 


$151,200 

$105,000 

2,400 102,600 

182,000 
$435,800 


$ 35,000 
53,700 
91,000 

179,700 

30,000 

14,000 

4,950 


$664,450 
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Liabilities 


Current Liabilities: 

Notes payable—trade S 10,000 

Notes payable—^banks 10,500 

Accounts payable—trade 130,600 

Accrued liabilities 5,800 

Estimated federal mcome taxes payable 12,000 

Serial bonds payable, 43^ %, senes A, due January 2, 1945 10,000 

Interest on notes rer eivable—collutid in advance _ 

Total current liabilities jpl79,250 

Fixed Liabilities 

Serial bonds payable, 43^ %, senes B to J, due at one year intervals, 

beginning January 2, 194b, and ending January 2, 1954 90,000 

Deferred credits to income 

Customers’ advance payments for merchandise deliveries to be made in 

1945 12,000 


Capital 

Capital stock—common authorized 1,000 shares, issued, out- 
standmg and m treasury 500 shares 
preferred authorized ^100,000, issued and out¬ 
standing 600 shares 

Total 

Capital surplus 
Earned surplus' 

Balance, January 1, 1944 $150,200 

Add—net income for year ended December 31, 1944 25,500 

$175,700 

Deduct—purchase cost of treasury stock 9,000 

$664,450 


$ 50,000 

60,000 
$110 000 
106,500 


166,700 383,200 


Additional data, determined in examination of the accounts: 

1 Cash m banks includes 5515,000 in a special bank account, segre¬ 
gated to meet estimated cost of a building extension for which the 
contract was let early in 1945. 

2 Accounts and notes receivable includes an amount owing from an 
officer, $4,000, payable on demand, and has been reduced by $1,250 
owed by the company to various employees 

The reserve for bad debts is computed at 1/4% of total gross 
sales 

3. The inventories include advance payments of $6,000 made by the 
company to its suppliers for merchandise to be manufactured and 
delivered March 1, 1945. 

Merchandise purchased for $5,000 in December, 1944, and 
remaining unsold as at December 31, 1944, was financed through 
notes payable to banks, collateralized by trust receipts. 
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The bfisis of inventory valuation is cost or market whichever is 
lower. 

4. The property accounts, with the exception of land, are stated at 
cost less accumulated depreciation. In accordance with a note of 
the directors the book amount of land was increased $10,000 over 
costs on the basis of an appraisal by the X Engineering Company 
as of July 1, 1944. This increase was booked as a debit to land 
account and a credit to capital surplus. Machinery and equipment 
includes a machine costing $8,000 and having a net book value of 
$4,500, which has been segregated and made available for sale. 
Price offers received from prospective purchasers indicate a 
probable sales value of $3,000. 

5. The investment in The Smith Company represents the purchase 
price of 80% of the outstanding stock of The Smith Company. 
The acquisition was made on January 2, 1944, at a cost of $30,000 
or $2,000 more than the underlying book value of the subsidiary’s 
net assets as of that date. During the year The Acme Trading 
Company credited to income account $4,000 dividends paid by 
The Smith Company from its earned surplus. The net earnings 
of The Smith Company for the year 1944, were $2,000. 

0 . The redemption fund for serial bonds represented cash which had 
been turned over to the trustee for redemption of these bonds as 
they mature. 

7. The book amount of unamortized discount on serial bonds payable 
represents 90% of a total discount of $5,500 involved in the issue, 
as of January 2, 1944, of $100,000 serial bonds, maturing at one- 
year intervals, in equal amounts of $10,000, beginning January 2, 
1945. 

8 . The preferred stock (par value $100 per share) is 5 % cumulative 
and has a liquidation preference of $110 per share; undeclared 
dividends accumulated to December 31, 1944, equal $5 per share. 
Common stock (without par value) was issued for cash at $200 per 
share of which the directors voted to carry one-half to capital 
surplus. 

9. The capital surplus account has been charged $3,500, representing 
the amount of a fire loss on buildings, to the extent not compensated 
for by insurance, sustained October 15, 1944. 

10 . The earned surplus account has been charged for the purchase of 
treasury common stock at $9,000, or $1,000 less than the original 
issue price. Such stock is canceled by the Board of Directors, with 
the approval of stockholders, in January, 1945. 

11. The balance-sheet fails to reflect these two facts: 
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(a) An accommodation indorsement by The Acme Trading Co. on 
a 6%, SlOjOOO demand note of The Smith Company, outstand¬ 
ing aa at December 31, 1944. 

(b) An acceptance by The Acme Trading Co. of a SI,000, 30-day 
time draft, dated December 15, 1944, drawn on the company 
by a trade creditor m favor of the latter. 

Note: Ignore the effect of any 1944 income adjustments on the tax 
liability for that year. 

Problem 20 

(American Institute of Accountants, May, 1944) 

The following balance-sheet of the Star Manufacturing Company as of 
December 31, 1943, is presented to you for purposes of revision as to 
form, content, and presentation of items therein, based upon the infor¬ 
mation hereinafter set forth. 


The Star MANirFACTURiNO Company 
Balanpo-shprt, December 31, 1943 


Current assets' 

Cash on hand and in banks 1137,500 

Notes receivable, le&s discounted notes, S20,000 60,000 

Accounts receivalilc, less reserve, |8,.500 247,800 

U S Government bonds and accrued interest, $420 42,350 

Total current assets | 

Working and trading assets 

Raw materials and supplies $ 92,440 

Work in process 110,700 

Finished goods, including consigned merchandise, $21,670 181,320 


Total working and tradmg assets 
Investments in the capital stock of other companies 
Capital assets 

Land and Vmildmgs at cost, less depreciation .. $440,000 

Machinery and equipment less depreciation, $162,800 332,000 

Furniture and hxtures, less depreciation, $3,200 15,900 

Total capital assets 

Smking fund for retirement of first mortgage bonds 


Treasury stock 

Prepaid expenses and deferred charges 

Unexpired insurance $ 3,300 

Discount on capital stock 15,000 

Prepaid advertising 4,600 

Prepaid interest on notes discounted 1 SOO 


Total prepaid expenses and deferred charges 


487,650 


384,460 

120,000 


787,900 

69,700 

10,000 


24,700 


$1,884,410 
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Liabilities 

Current liabilities: 

Accounts payable—trade. $273,000 

Accrued payrolls and interest (exclusive of interest on instal¬ 
ment notes payable to bank). 15,620 

Reserve for federal income and excess-profits taxes (net of 

postwar refund of $8,000). 72,000 

Reserve for other taxes. 14,300 

Instalment notes payable to bank due $12,000 on first of each 
month beginning January 1, 1944, and accrued interest 

$4,500. 124,500 

Total current liabilities. $ 499,420 

Dividends payable January 16, 1944. .... 6,000 

Funded debt: 

5% first mortgage bonds due January 1, 1960. 350,000 

Capital stock and surplus: 

Capital stock— 

Preferred, 2,000 shares authorized; 1,800 shares issued .... $180,000 
Common 3,000 shares authorized; 2,500 shares issued .... 250,000 

Subscriptions to common stock, 400 shares. 22,000 

Total capital stock. $452,000 

lOarned surplus— 

UesE^rve for employees’ pensions. $ 14,000 

Free and available fur dividends. 159,990 

Total earned surplus. 173,990 

Capital surplus. 403,000 

Total capital stock and surplus. 1,028,990 

$1,884,410 


Through inquiry and investigation you obtain the following informa¬ 
tion with respect to items in the foregoing balance-sheet: 

(1) Cash includes $14,000 in an employees^ pension fund. 

(2) The U.S. Government bonds represent $42,000 face value 2% 
Treasury bonds valued at cost plus accrued interest. The market 
value of such bonds on December 31, 1943, was $44,700. 

(3) Accounts receivable include $8,400 of advances to employees. 

(4) Accounts receivable also include $15,000 advanced to suppliers of 
raw materials for materials neither received nor in transit. Since 
the placement of the orders, which are not subject to cancellation, 
the replacement cost of the materials has declined to 70% of the 
commitment price. 

(5) Raw materials and supplies are stated at amounts lower than 
market and include invoices received, in the amount of $7,000, 
for materials shipped f.o.b. point of shipment and in the hands of 
common carriers on December 31, 1943. Excluded are $9,000 
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of raw materials received on December 28, 1943, for which invoices 
are dated January 15, 1944. 

(6) Work in process is valued at actual cost of direct materials and 
direct labor, plus a normal charge for manufacturing overhead 
based upon company experience, which is less than market value. 

(7) Finished goods are similarly valued, except for merchandise in 
hands of consignees, which is priced and billed on memorandum 
at 110% of cost. Finished goods valued at $140,000 are pledged 
against instalment notes payable to bank. 

(8) Of the capital-stock investments in other companies, $95,000 
represents investments at cost in 50% or more of the stock of 
subsidiary companies. The realizable values of such investments 
exceed cost, and income therefrom is recorded as dividends are 
received. 

(9) The remaining investments represent small stock interests con¬ 
sidered necessary for business operations, having an aggregate 
market value of $21,800 at December 31, 1943. 

(10) The land-and-buildings account, when analyzed, discloses the 


following— 

Cost of land. I 75,000 

Deprroiattnl uosi of buildings as at January 1, 11)38, pstablishcd by revenue 
agent’s report dated July 7, 1939, adjusted for subsequent additions and 

retirements. 669,500 

Accumulated depreciation since January 1, 1938. 304,500 


(11) The sinking fund consists of $19,700 in cash and $50,000 of the 
company’s own First Mortgage 5% Bonds. 

(12) The treasury stock represents 100 shares of preferred valued at 
par and acquired for resale to employees. 

(13) The preferred stock has a $100 par value. It is cumulative at 
the rate of 6%, and is callable after July 1, 1945, at 105% of par 
value plus accumulated and unpaid dividends, if any. The 1,800 
shares issued include the 100 shares in the treasury. 

(14) The common stock also has a $100 par value. The subscriptions 
to 400 shares of common stock are stated in the balance-sheet net 
of $18,000 representing receivables from subscribers on their stock- 
subscription contracts. 

(15) The reserve for employees’ pensions of $14,000 offsets the amount 
of cash in the employees’ pension fund. This fund was set up in 
1943 as a result of a contract with employees. 

(16) The current earned-surplus account dates back to July 1, 1934, on 
which date a voluntary reorganization served to eliminate an 
operating deficit. 
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Problem 21 

(American Institute of Accountants, May, 1948) 

From the following trial balance, which was taken from the books of 
the Hoover Handkerchief Manufacturing Company as of April 30, 1948, 
prepare a balance-sheet in which effect has been given to such changes 
as may be necessary in view of the treatment accorded by the company 
to the transactions described in the paragraphs below the trial balance* 


Account 

Cash .... 

Accounts receivable 
Raw materials on hand 
Finished goods on hand . 

Finished goods out on consignimnt 

Plant and machmery 

Prepaid expenses 

Sales returns and allowanres 

Admmistrative salaries 

Coat of sales 

Traveling expenses 

Interest expense 

Accounts payable 

Notes payable 

Accrued payroll 

Accrued interest payable on 6 % bonds 
Capital stock—6% preferred 
Capital stock—common 
G% bonds, due June 30, 1956 
Sales 

Surplus, December 31, 1947 
Paid-in surplus 


Debit Credit 


$ 310,000 

800,000 
750,000 
500,000 
100,000 
1,460,000 
5,400 
25,000 
65,000 
2,350,000 
30,030 
10,570 


$ 175,000 
100,000 
6,000 
10,000 
1 , 000,000 
1,416,000 
500,000 
2,500,000 
520 
698,480 


$6,406,000 $6,406,000 


(1) The company has purchased various lots of its $100 par value com¬ 
mon stock, aggregating 840 shares, at an average price of $65.50 per 
share, for $55,020. In recording these transactions the company has 
cancelled the stock certificates and charged the Common Stock 
account with the par value of $84,000 and credited the Paid-in Sur¬ 
plus account with the difference of $28,980 between par and the cash 
paid therefor. 

(2) Paid-in Surplus weis previously credited with (a) premium at $20 per 
share on 15,000 shares of common stock issued, and (b) adjustments 
arising from the appraisal of plant and machinery bought at a receiv¬ 
ers' sale, $398,000. 
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(3) 4J^% Bonds of the face amount of $250,000 falling due on December 
31, 1954, were issued on January 1, 1930, at a 10% discount. To 
June 30, 1946, $16,500 of this discount had been charged against 
profits and as of this date the entire issue of these bonds was retired 
at par and the unamortizcd discount charged to Paid-in Surplus. 

(4) A new issue of $500,000, 6% ten-year bonds was effected as of July 1, 
1946, at par. Expenses, incurred with respect to this issue, in the 
amount of $20,000 were charged to Paid-in Surplus. 

Problem 22 

(American Institute of Accountants, November, 1946) 

You have been asked by the president of Novo Kitchen Aids, Inc., 
manufacturer of home appliances, to review the company\s capital, sur¬ 
plus and reserve accounts and to make such proposals for their revision 
and balance-sheet presentation as good accounting may suggest. 

(a) Draft a work sheet, and brief notes or adjusting entries which will 
indicate and explain the changes in form or content you would recom¬ 
mend, and (b) draw up the reserve, capital stock, and surplus sections of 
the balance-sheet as at April 30, 1940, as they should be presented. 

On April 30, 1945, the liability section of the company's published 
balance-sheet appeared as follows: 


Capital— 

Capital stock, preferred, $10 par— 

10,000 shares authorized and issued—■ 

9,000 shares in hands of public. $ 90,000 

1,000 sh ares held in treasury at cost of $15,000, per 

contra. 10,000 $ 100,000 

Capital stock, coniinon, no par value— 

100,000 shares authorized, 56,000 shares issueil and in 

hands of public. $ 224,000 

Paid-in surplus (50% on preferred shares in 1928). 50,000 274,000 

Current liabilities (detail omitted). 388,000 

Reserves for— 

Doubtful accounts. $ 2,000 

Postwar rehabilitation. 1,000,000 

Depreciation. 384,000 

Fire and accident insurance. 60,000 1,446,000 

Surplus. 2,671,000 

Total liabilities. $4,879,000 


(1) On April 30, 1946, half of the shares of the treasury preferred stock 
which had been purchased in 1942 at $15 per share, were sold at 
$19 per share, the proceeds being credited to the treasury-stock 
account. 
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(2) The preferred capital stock carries an annual dividend of SI per 
share, and the dividend is cumulative. As at April 30, 1945, 
unpaid dividends attaching to each share amounted to S5 which was 
liquidated on January 1, 1946, by issuing to preferred stockholders, 
9,000 shares of no-par-value common stock on which a value of S5 
per share had been declared. 

(3) A cash dividend of SI per share was declared to preferred stock¬ 
holders of record April 1, 1946, payable May 1, 1946. 

(4) Balances in the reserves for doubtful accounts and depreciation at 
April 30, 1946, were S2,200 and $401,000, respectively. 

(5) The reserve for postwar rehabilitation was created in the proceeding 
year by a provision out of income for a like amount. The intent 
was to set aside profits for possible but unknown future contingen¬ 
cies. During the current year, the sum, of $500,000, also charged 
to income, was added to the reserve. 

(6) Plant-extension costs, amounting to $285,000, for the manufacture 
of a postwar product unlike anything the company had previously 
put out, were charged against the rehabilitation reserve during the 
year 1945-46. 

(7) The fire-insurance reserve was increased during the year by a 
further provision of $10,000 charged to profit and loss. 

(8) It was decreased by $2,000—the cost, less $400 depreciation, of a 
building destroyed by fire on April 15, 1946. Additional costs 
arising out of the fire, and not yet appearing on the books, for 
injuries to persons arc expected to aggregate $1,500. 

(9) Surplus, as shown on last yearns balance-sheet, consisted of the 
value, ten years ago, of a donated plant site, amounting to $134,000; 
gains of $6,300 from the purchase and sale in 1941 of 2,000 shares 
of treasury preferred stock; and undistributed earnings, $2,530,700. 

(10) During the past year, charges for the dividend in no-par-common 
stock and the cash dividend, and for an adjustment of $4,100 in 
the previous year’s lax liabilit}^ reduced the account to $2,612,900. 

(11) Book net income for the year, after deducting reserve provisions, 
amounted to $222,500. 


Problem 23 

(American Institute of Accountants, May, 1946) 

From the following information, prepare corrected condensed income 
statements of B-V Co., Inc., for 1942, 1943, and 1944, respectively, and 
the adjusting entry applicable to the balance-sheet of B-Y Co., Inc., as 
at December 31, 1944. 
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Condensed statements of income of B-V Co., Inc., for 1942, 1943, and 
1944 prior to correction are as follows: 


Particulars 


Net sales 

Cost of sales (direct materials, direct labor, and applied 
manufacturing overhead) 

Add underapplied or deduct overapplied manufactur¬ 
ing overhead 
Cost of sales 
Gross profit on sales 

Selling, administrative, and general expenses 
Net profit on operations 
Other income (net) 

Net income before taxes on income 
Provision for federal and state income taxes 
Net income .. . 


Year ended December 31 
1942 1943 1944 

gl50,000 g200,000 1^400,000 


35100,000 1135,000 35265,000 


( 

1,500) 


700 


2,000 

$ 

98,500 

1135,700 

5267,000 

35 

51,500 

$ 

64,300 

5133,000 


40,000 


45,000 


55,000 

$ 

11,500 

$ 

19,300 

35 

78,000 


5,000 


1,000 


4,000 

$ 

16,500 

35 

20,300 

$ 

82,000 


4,125 


6,090 


32,800 

£ 

12,375 

i 

14,210 

£ 

49,200 


Relevant data are as follows— 


1. Sales and gross profit in the income account for 1942 and 1943 include 
undelivered merchandise ready for inspection by purchaser but not 
inspected and not shipped at the end of the respective years. The 
sales agreement on this merchandise provided for inspection before 
acceptance and delivery. The selling price of such merchandise was 
$25,000 in 1942, and 115,000 in 1943; the gross profit based on selling 
price was 36 % and 40 %, respectively. 

2. The inventory is ascertained to have been understated by $8,000 at 
December 31, 1942, as the result of a clerical error in the extensions of 
inventory prices and quantities. 

3. On July 1, 1942, first mortgage, 4%, 20-year bonds having a par value 
of $50,000 were issued at a premium of $4,000. This premium was 
treated as “other income’’ in 1942. 

4. For purposes of this problem, the effective rates of taxes on income of 
B-Y Co., Inc., may be considered as being: 1942—25%; 1943—30%; 
1944—40%. Also, for purposes of this problem, disregard interest on 
tax adjustments and carry all tax adjustments, debit or credit, through 
a reserve for federal and state income taxes. 

5. Plant and related depreciation reserve control accounts appear in the 
general ledger as follows: 

(Over-all straight line depreciation rate of 10% is to be considered 
acceptable) 
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Plant Control 


Reserve for Depreciation Control 

Date 

Dr. 

Cr. 

Date Dr. 

Cr. 

1/1 /42 Balance G/L 

1200,000 

— 

1/ 1/42 Balance G/L — 

$60,000 

4/1/43 Building Vo. 
4-11. 

50,000 

_ 

12/31/42 Depreciation 

J-12-1. — 

20,000 

7/I/43 Building Vo. 
7-11. 

10,000 

_ 

12/31/43 Depreciation 

J-12-1. — 

23,750 

12/31/44 Balance. . 


1260,000 

12/31/44 DcprBciatiDii 

J-12-1. — 

12/31/44 Balance. $129,750 

26,000 


(a) Vo. 4-11: Cost of completing extension to factory building No. 1 — 
$50,000. 

(b) Vo. 7-11; Cost of repairing storm damages to roof of factory — 

$ 10 , 000 . 

(c) A unit of machinery included in the plant control at $5,000 and 
having a net depreciated book value of $1,000 as at December 31, 
1944, was discarded on that date. No entry was made to reflect the 
retirement in the plant or related reserve accounts. 

Problem 24 

(American Institute of Accountants, May, 1943) 

On January 1, 1943, the Black Corporation sold its 6,000 shares 
authorized stock of $100 par value for $600,000 cash. On the same date 
the corporation acquired the following assets for cash: 


Land. 5 50,000 

Buildings. 250,000 

Machinery and equipineiit. J50,000 

Raw nuiti;rial inventory. 100,000 

$550,000 


The land, buildings, machinery and equipment were correctly valued. 
The raw material is a patented fabric which the corporation is contrac¬ 
tually obligated to buy from the manufacturers at a fixed price as long as 
it continues to operate. In consideration of assuming this obligation a 
one-time concession of 50% was made in the price of the opening inven¬ 
tory so that the corporation received in effect $200,000 worth of raw 
materials for $100,000. The inventory acquired represents a minimum 
below which the stock of raw material is not supposed to go. 

At the end of the flrst quarter the following balance-sheet was prepared 
from the books; 
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Assets 

Cash. $ 20 ,000 

Accounts receivable, less reserve. 30,000 

Raw materials, at contract price. 205,000 

Plant and equipment, less depreciation. 440,000 

$695,000 

Liahilities and Capital 

Liabilities. $ none 

Capital stock. 600,000 

Earned surplus. 95,000 

$695,000 


What adjustments should be made to the latter balance-sheet and to 
what extent does it call for modification of the auditor's shortform report? 
Give at least two reasonable solutions. 

Taxes need not be considered and it is assumed that all audit require¬ 
ments were satisfactorily met. 


Problem 26 

(American Institute of Accountants, May, 1941) 

Make observations and offer suggestions concerning (a) the form and 
substance of the accounts presented below, and (b) the treatment therein 
of ''depreciation on appreciation.^^ 

California Ship Company 
Balance-sheet December 31, 1940 


Capital assets:* 

Vessels. 

Shore plant. 

Inventory of steamer equipment. 

Investments in stock of other companies (at or below cost) 

Unexpired insurance and other deferred items (net). 

Mixed claims awards receivable (reserved, per contra).... 
United States Treasury notes (at cost; deposited with 
Treasurer of United States as collateral under lease 

agreement). 

Treasury stock (6,500 shares at par). 

Assets allocated to insurance fund: 

Cash in banks (including time deposits, $325,000). 

United States Treasury notes and bills (at cost). 


$15,060,000 

515,000 

130,000 $15,705,000 
460,000 
125,000 
2,220,000 


50,000 

650,000 


$ 550,000 

600,000 1,150,000 


* Stated at coat except in case of four ships recorded at appraised values when acquired in 1937. 
The excess of appraised values over cost was credited to capital surphis and depreciation on appreciation 
has been accrued through charges to the operations. On December 31, 1940, the unamortized balance 
of the appreciation was 9290,000. 
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Current assets 

Cash in banks and on hand | 2,780,000 

United States Treasury bills (at cost) 7 ^ 360 ^ QOO 

Accounts receivable (including disaster and other claims 

recoverable) gOl, 000 

Supplies 75,000 11,016,000 

>31,376,000 


Liabzhties 


Capital stock (authorized and issued 50,000 shares, par 

1100 ) 

Current liabilities 

Accounts payable | 790,000 

Federal income taxes 1,802,000 

Excess of revenue over disbursements on uncompleted 
voyages 

Reserve for repairs 
Reserve for claims 

Reserve for mixed claims awards reoeivabh 
Reserve for insurance 
Reserve for depre ciatioii of vessels 
Reserve for depreciation of shore plant 
Capital surplus* 

Earned surplus 


$ 5,000,000 


2,592,000 

690,000 

165,000 

57,000 

2,220,000 

1,150,000 

12,805,000 

360,000 

285,000 

6,052,000 

131,376,000 


StA11!.MFN1 of Phout and Ldbb 


1 or tlu year 1940 


Operating revenues 

Operating expenses (excluding di preciation) 


«16,000,000 
12,650,000 
$ 3,350,000 


Other credits 

Interest and dividends on investments ¥ 2,000 

Excess of provision for self-insurance charged to operating expenses in 

1940 over net losses in 1940 360,000 

i 362^000 


Net profit (before deprenation and federal income and excess-profits 

taxes) $ 3,712,000 

Gain from sale of capital assets (proceeds from sale of six ships in excess 

of book value) 1,410,000 

$ 5,122,000 

Provision for depreciation 550,000 

Total profit (including gain on sale of capital assets but before federal 

income and excess-profits taxes) S 4,572,000 

Provision for estimated federal income and excess-profits taxes 1,760,000 

Net profit for year 


$ 2,812,000 
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Statement of Surplus 
For the year 1940 

Earned Capital 

Balance, December 31, 1939. $3,585,000 $610,000 

Net profit for year. 2,812,000 

Transfer from capital surplus to earned surplus of deprecia¬ 
tion on appreciation charged against profits in 1940 ($270,- 

000) and of unamnrtized appreciation on vessels sold . . 320,000 320,000* 

Excess of cost of 6,500 shares of Treasury stock purchased 

over par value. . .... 15,000 * 5,000* 

$6,702,000 $285,000 

Deduct— 

Dividends declared in 1940 .... 650,000 

$6,052,000 
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ANALYSIS OF STATEMENTS 
Problem 26 

(New York, October, 1941) 

Prepare a statement shoAving the apparent causes of the decline in net 
profit. 

The president of the Ayno Manufacturing Company hands you the 
following condensed comparison of operations for the years ending 
December 31, 1939 and 1940, stating that he believes a considerable por¬ 
tion of the loss for the year 1940 is attributable to reductions in selling 
prices not completely compensated for by reductions of the prices of raw 
materials purchased. 


Ayno Maniti ArTURiNQ Company 



1939 

1940 

Units sold 

211,360 

179,864 

Wales 

$321,267 20 

$259,004 16 

Cost of sales: 



Kaw materials 

$237,524 30 

$184,243 92 

Direet labor 

23,885 94 

19,216 51 

Factory overheail 

Variation iii fiiiislied ^ooiis mvenloiy 

23,239 79 

24,020 65 

Haw materials 

-4,284 31 

-1-4,570 11 

Direct labor 

-433 43 

4-467 81 

Factory overhead 

-429 82 

-h584 75 

Cost of sales 

$279,502 47 

$233,103 75 

Selling expenses 

23,131 24 

24,087 39 

General and administratw e e\pi*nsi s 

15,742 09 

16,835 27 

Total cost and expensi's 

$318,375 80 

$274,026 41 

Net profit 

$ 2,891 40 

-$ 15,022 25 


Problem 27 

(American Institute of Accountants, November, 1942) 

The Boylston Manufacturing Company made $70,000 gross profit in 
1940 and $37,000 in 1941, and wants to know what has caused the decline 
of $33,000. The following information was given by the company: 

51 
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Net Bales 
Product A.. 

" B . 

“ C.. 

Together 

Cost of goods sold 
Gross profit 

The quantity and quality of raw materials entering into each unit of 
product have remained unchanged throughout the two years. 

No inventories were on hand at the beginning or end of either year. 

Scrap from the fabrication of Products A and B is the raw material for 
Product C. Product C has been treated as a by-product and the cost of 
raw material entering into it has been regarded as an amount equal to its 
selling price less the direct labor expended in making it a marketable 
product. This '^cost’^ has been credited and respectively, to the 
material costs of Products A and B, for the reason that the proportion of 
scrap material from the fabrication of the two major products has been 
4 to 1. 

Upon analysis of the books the following cost data were extracted from 
the production accounts: 

Coat of production in 1940 

Product A . 

B 
C 

Together 

Cost of production in 1941 

Product A 
B 
C 

Together 

Because of the confusion that would otherwise enter into the compari¬ 
son, it was agreed with the management that the raw material in each 
unit of Product C manufactured and sold during both years should be 
considered as costing J8. It was also agreed to redistribute overhead to 
the three products on a direct-labor-cost basis. 

Prepare a statement showing to what extent the decline in the gross 
profit was attributable to changes in sales volume, prices, and production 
costs. Show computations of adjusted unit costs. 


Units Material Labor Overhead Together 
500 $40,000 $10,000 $10,000 $ 60,000 

2,500 10,000 5,000 5,000 20,000 

I ,000 16, 000 9,000 _ 25,000 

3^66,000 $24,000 $15,000 $105,000 

Units Material Labor Overhead Together 
600 $60,000 $15,000 $15,000 $ 90,000 

1,600 13,000 10,000 10,000 33,000 

1,250 10,000 15,000 25,000 

$83,000 $40,000 $25,000 $148,000 


1940 1941 

$100,000 $120,000 
50,000 40,000 

25,000 25,000 

$175,000 $185,000 
105,000 148,000 

$ 70,000 $ 37,000 
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Problem 2B 

(New York, April, 1942) 

Prepare: 

1. Balance sheet, February 27, 1940. 

2. Statement of profit and loss, period ended February 27, 1940. 

A balance sheet of the U. B. Dom Company, December 31, 1939, pre¬ 
pared from the records available, is as follows: 


U B Dom Company 
Balance Sheet, December 31, 1939 
Assets 

Cash 

Accounts receivable—trade 
Merchandise inventory—cost 

Furniture and fixtures—cost $6,710 64 

Less depreciation reserve 2,862 38 

Total 

Liabilities 

Accounts payable—trade . 

Capital stock .... . 

Profit-and-loss surplus 


$ 2,940 74 
20,361 11 
39,632 20 

3,848 26 
$66,782 31 

$10,325 35 
50,000 00 
6,456 96 


Total 


$66,782 31 


At the close of business, February 27, 1940, the cashier (who also was 
the bookkeeper) disappeared, taking with him most of the accounting 
records, especially the cashbook and general ledger. It is believed that 
certain cash is missing. 

Having been called in to make the necessary examination, you unearth 
the following information, which is verified as correct: 

Balances, close of business, February 27, 1940: 

Accounts receivable—trade (no other type exists) 

Accounts payable—trade (no other type exists) 

Cash on deposit, less uncleared checks 
Transactions January 1, through February 27, 1940 
Sales—all were credit sales 
Sales allowances—all credited to customers 
New fixtures purchased for cash 
Depreciation—2 months 
Merchandise purchases—no cash purchases 
Expenses paid—no accruals 
Dividends payable $5,000—unpaid 
There has been no change in capital stock 

Credits to accounts receivable during the period, these representing 
cash received, were J3,949.58 more than the total of the deposits reported 
by the bank for such period. 


$ 42,079 95 
18,657 24 
8,985 58 

528,855 73 
1,650 27 
275 00 
126 75 
325,373 78 
167,925 31 
1,000 00 
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On February 27, 1940, the cashier forged a check signature and cashed 
a check at the bank for S6,250. This amount disappeared with the 
cashier. The bank returned the canceled check along with the others. 

The merchandise inventory, February 27, 1940, was J34,983.94, at 
cost (market price, $36,927.49). 

The cashier was not bonded. 


Problem 29 

(Wisconsin, November, 1945) 

The following facts were ascertained during the course of an audit of 
the Friendly Cooperative Company for the six months^ period ended 
June 30, 1945. 

1. Jason Fleece was selected as manager at an authorized salary of 
S35 per week. Of this amount $1.30 was required to be deducted 
for withholding tax. 

2. There were 26 payroll dates in the six months^ period. However, 
examination revealed that 30 payroll checks for $33.70 had been 
issued and cashed. The salary account—manager showed a 
debit balance of $910. 

3. The purchases account Avas debited from the cashbook with two 
amounts of $67.40 each for Avhich no supporting invoices could be 
found and no checks had been issued. 

4. The following sales slips were found to be incorrectly totaled. The 
carbon copy in each case appeared to have been erased and altered. 


Sales 
slip No, 
1174 
1262 
1389 
1495 
1563 


As 

totaled 

$13.75 

12.80 

11.65 

14.37 

26.68 


Correct 

addition 

$18.75 

22.80 

16.65 

44.37 

36.68 


5. The following sales slips were found to be incorrectly entered in the 
sales register: 


Sales 

Slip 

Entered 

slip No. 

total 

as 

965 

$13.45 

$ 3.45 

1072 

12.13 

2.13 

1084 

13.66 

3.66 

1191 

16.15 

6.15 

1220 

32.86 

22.86 

1275 

9.92 

7.92 
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Sales 
slip No. 
1344 
1367 
1403 
1427 
1472 
1515 
1556 
1588 
1615 


Slip 
total 
$ 4 09 
15 05 
9 04 
6.82 
32.99 
17.65 
13.25 
12.31 
31.67 


Entered 

as 

S 3.09 
10.05 
8.04 
5.82 
30.99 
10.65 
10.25 
10 31 
11.67 


6. Payments on a conditional sales contract for machinery of SIO per 
month paid by a customer for five months were entered in the cash¬ 
book but were not deposited. A company check for ®50 was issued 
and deposited. This check was given a number which had been 
used on a previous check and was not among the canceled checks 
originally submitted to the auditor along with the bank statements. 
However, an unchecked item on the bank statement for S50 led to 
its discovery. 

7. The following checks had been altered after return from the bank. 

No. 7682. Telephone Company, dated January 9, 1945, for $6.92 
changed to $16.92. A 1 was typed before the $6.92 on the bank 
statement. 

No. 7846. Telephone Company, dated February 7, 1945, for 
$9.18 changed to $19.18, and the bank statement was likewise 
altered. 

No. 8055. Telephone Company, dated April 8, 1945, for $9.04 
changed to $19.04, and the bank statement was likewise altered. 
No. 8311. Telephone Company, dated May G, 1945, for $6.45 
changed to $16.45, and the bank statement was similarly altered. 
No. 8572. Telephone Company, dated June 9, 1945, for $8.66 
changed to $18.66, and the bank statement was likewise altered. 

8. A check No. 7879 for $67.86 dated February 15, 1945, was written 
in favor of the State Cooperative for legal services and was recorded 
in the cashbook but was never issued. You determine that such 
services are free. 

9. The verified cash on hand amounted to $460.25 and the cash in 
bank to $1,893.62. 

10. The following checks were outstanding on June 30, 1945: No. 7879, 
$67.86; No. 8569, $52.91; No. 8583, $31.50; No. 8614, $44.12; No. 
8629, $17.75; No. 8630, $8.36. 

Required; 
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1. State the amount at which cash on hand and in bank should be 
shown in the June 30, 1945, balance sheet. 

2. Prepare a statement of shortages chargeable to Jason Fleece, 
manager, on the assumption that he alone benefited from misap¬ 
propriations. 

3. Submit a journal entry which would properly correct the books as 
of June 30, 1945, for the discrepancies previously outlined. 


Problem 30 

(Wisconsin, November, 1941) 

The Evans-Carter Company operates a business which is divided into 
two clearly defined activities, and there are separate bank accounts kept 
for each. At certain seasons of the year it is found necessary to transfer 
funds from one account to the other. These transfers are made by check, 
entered in the check register, and debited directly to the receiving bankas 
ledger account. No entry is made in the cash receipts journal. 

Bank debits are recorded in the books as disbursements immediately 
after the bank statements and canceled checks have been returned, i.e., 
in the following month. However, no entry is made for checks returned 
because of insufficient funds. These N.S F. checks are held in the cash 
drawer and redeposited at intervals until they are finally cleared. 

With this information as to procedure and from the additional facts 
submitted below, prepare the necessary bank reconciliations in complete 
and concise form. 


AniDiints per books of acpouiit: 
Cash on hand and in bank: 
January 1, 1941 
June 30, 1941 
Receipts for 6 months 
Disbursements for 6 months 


City Bank Country Bank 

$ 83,761 96 $ 3,258 70 

71,978 68 2,073 60 

558,139 83 168,954 15 

576,923 11 198,139 25 


In addition to the January 1, 1941, figures above, the following amounts 
have been audited and are known to be correct: 


UndepDsited receipts—totals' 

City Bank 

Country Bank 

January 1, 1941 

$ 2,385 27 

S 622 38 

June 30, 1941 

2,554 76 

529 13 

N.S F. checks redeposited and cleared 

N.S.F. checks held as undeposited receipts: 

2,785 60 

1,857 34 

January 1, 1941 

118 42 

216 50 

June 30, 1941 

165 35 

288 00 

Transfers to other bank 

28,000 00 

7,000 00 

Transfers from other bank 

7,000 00 

28,000 00 
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City Bank Country Bank 

Amounts per bank statements: 

Balances: 


January 1, 1941 

1 97,475 39 

$ 5,286 52 

June 30, 1941 

88,304 75 

462 30 

Deposits for 6 months 

567,755 94 

194,047 40 

Checks canceled for 0 months 

573,930 63 

197,804 48 

Bank serAdee charges in statement foi 



December, 1940 

52 00 

36 50 

January, 1941 

36 10 

29 70 

February, 1941 

47 30 

31 30 

March, 1941 

21 20 

17 70 

April, 1941 

35 00 

24 00 

May, 1941 

27 50 

12 90 

June, 1941 

43 25 

18 80 

Outstanding checks: 



January 1, 1941 

16,150 70 

2,686 70 

June 30, 1941 

18,924 08t 

1,012 03 


* Overdraft 

t Includes transfer check to C uiintry Jlunk for |3 000 


Problem 31 

(American Institute of Accountants, May, 1943) 

The manager of a summer resort hotel noticed after a few months' 
operations that the receipts of the cigar counter had been less than those 
in corresponding periods of previous seasons. The receipts from other 
hotel activities had not decreased, and he asked his auditor to investigate. 

It was found that: 

(1) Four office employees were alloAved to serve customers at the 
counter. 

(2) All sales are at the established unit selling prices 

(3) All cash in excess of a ten-dollar change fund, representing the 
day's receipts, Avas to be deposited with the cashier at the close of 
each day. 

(4) No stocks had been carried over at the counter fiom the previous 
season. 

(5) Cigars and cigarettes w^erc added to the counter from the general 
storeroom in full boxes and caitons as needed 

(6) No inventory records Avere kept at the counter 

(7) The cashier's record showed S576.95 received up to date of exam¬ 
ination. 

An inventory AA^as taken under supervision of the auditor and he there¬ 
upon prepared the following statement: 



58 


C.P.A. PROBLEMS AND QUESTIONS 


Boxes of 50 Cigars 
Cartons of 10 packages C igarette s 

Inventory 


Unit 

Belling 

Received 

from 

Boxes and 

Single cigars 

Cost 
per box 

prices 

stock room 

cartons 

and packages 

or carton 

Cigars 

2H 

10 boxes 

3 

25 

19 00 

2I2H 

20 “ 

4 

10 

4 50 

10^ 

30 " 

6 

40 

3 75 

Cigarettes 

20^ 

25 cartons 

4 

6 

1 50 


300 “ 

77 

5 

1 20 


From the foregoing data prepare: 

(a) A summary of cigar-counter transactions^ also showing amount of 
shortage. 

(b) Recommendations for maintaining adequate internal check and 
general-ledger accounting control. 
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Problem 32 

(American Institute of Accountants, November, 1940) 

From the following trial balances of a wholly owned subsidiary prepare 
a statement of sources and application of funds: 

Current assets. 

Fixed assets, less reservi 

Deferred eharges. 

Goodwill. 

Liabilities 

Current liabilities. 

Capital surplus. 

Earned surplus. 

Capital stoek. ... 

Intercompany aceount. . 

On March 31st $000,000 of goodwill was charged off—$300,000 to 
capital surplus and $300,000 to earned surplus. 

In the first half of the year the subsidiary bought the assets of a busi¬ 
ness, consisting of $100,(X)0 equipment and $50,000 inventory and 
accounts receivable. The amount paid was $170,000, the excess of 
$20,000 being considered the value of the goodwill acquired. 

Old machinery was sold for $1,000; it had a book value of $12,000 and 
$8,000 depreciation had been provided. 

On June 30th, the subsidiary company was dissolved and made a 
division of the parent company. Its accounts were continued in a 
separate divisional ledger. 

A net profit of $317,000, after providing $80,000 depreciation and 
$10,000 for amortization of goodwill, had been made and was credited to 
intercompany account. 

The deferred charges consist of unexpired insurance and prepaid cur¬ 
rent expenses. 

The solution to this problem will be graded with special regard to form, 
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January 1 December 31 
$ 400,000 $ 501,000 

1,000,000 1,016,000 
50,000 40,000 

650,000 60,000 

$2,100,000 $r,617,000 

$ 200,000 $ 250,000 

300,000 . 

700,000 . 

800,000 . 

100 ,000 1,367,000 

$2,100,000 $1,617,000 
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Problem 33 

(Wisconsin, November, 1941) 

It is desired to include a statement of funds provided and applied as a 
part of the audit report made to the Gilbert Manufacturing Company. 
The following information taken from the working papers is the basis for 
the statement: 

Gilbi.ri Manufacturing Company 

Di'cember 31 balanuB 


' Account 

1939 

1940 

Cash 

1 28,000 

$ 34,000 

Notes receivable 

11,000 

9,000 

Accounts receivable 

74,000 

81,000 

Inventories 

143,000 

152,000 

Land 

35,000 

50,000 

Building 

110,000 

118,000 

Marhmery and equipment 

86,000 

89,000 

Patent's 

25,000 

35,000 

Goodwill 

100,000 

75,000 

Prepaid expenses 

6,000 

4,000 

Totals 

$618,000 

$647,000 

Notes payable 

$ 15,000 

$ 20,000 

Accounts payable 

47,000 

59,000 

Accrued taxes 

5,000 

6,000 

Income taxes payable 

7,000 

8,000 

Reserve for bad debts 

9,000 

10,000 

Reserve for depreciation 



Building 

15,000 

17,000 

Machinery and equipment 

32,000 

36,000 

Pat ents 

7,000 

9,000 

Bonds payable—serial 

75,000 

60,000 

Capital stock 

300,000 

300,000 

Capiial surplus 

10,000 


Appraisal surplus—land appreciation 


15,000 

Earned surplus 

96,000 

107,000 

Totals 

$618,000 

$647,000 

Surplus account 



Balance, January 1, 1040 


$ 96,000 

Net profit from operations* 


44,000 

Capital surplus applied to goodwill 


10,000 



$150,000 

Dividends paid 

$ 18,000 


Goodwill written off 

25,000 

43,000 

Balance 


$107,000 


* The net profit from opEsratiDiip of $44 000 was aftur dLduLtiiiK the following itLms of expense: 
Bad debts $4 000 

Depreciation—building 2,000 

Depreciation—machinery and equipment 5,000 

Depreciation—patents 2,000 
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Accounts written off as worthless amounted to S3,000, and extraor¬ 
dinary repair of SI,000 was charged to the reserve for depreciation of 
machinery and equipment. 

In preparing the statement segregate the working-capital section and 
show the net change in working capital as a balancing figure to the state¬ 
ment proper. Prepaid items and accruals are to be considered as work¬ 
ing-capital items. 


Problem 34 

(Wisconsin, November, 1943) 

The Atlas Manufacturing Co. has submitted balance sheets to you for 
the years ended December 31, 1941, and December 31, 1942, and has 
asked you to prepare: 

1. Statement of application of funds. 

2. Statement of comparative working capital. 

The following additional facts are given for your information: 

A machine that cost $5,000 on January 2, 1941, was sold for $4,500 in 
July 1942. The new machinery was purchased on April 1, 1942. Depre¬ 
ciation on machinery is figured at 8 per cent. 

Preferred stock is entitled to 5 per cent dividends semi-annually. Pre¬ 
ferred dividends were declared and paid in July, 1942. Preferred divi¬ 
dends were also declared in December, 1942, payable in January, 1943. 
Preferred stock in the amount of $5,000 was purchased at par and retired 
on August 1, 1942. 

A dividend of 4 per cent was declared on the common stock in Decem¬ 
ber, 1942, payable the following January. 

A premium of $1,200 for insurance that became effective on Decemlx^r 
31, 1942, was paid on that date and is reflected as unexpired insurance 
on the balance sheet. 

The books are kept on the accrual basis. Submit working papers. 

Atlas Maniifactuhing Company 
Coniparalive balance sheets 

December 31 


Assess 

1941 

1942 

Ca^h. 

. $ 16,000 

$ 20,000 

Accounts receivable. 

. 40,000 

52,000 

Notes receivable. 

. 10,0OO 

15,000 

Investment—stock Z Co. 

. 15,000 

15,000 

Inventories. 

. 60,000 

72,000 

Bond redemption fimd. 

. 10,000 

20,000 

Land. 

. 10,000 

10,000 

Buildings. 

. 120,000 

120,000 
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December 31 

Assets 

1941 

1942 

Machinery 

o 

00 

$ 85,000 

Furniture and fixtures 

10,000 

10,000 

Unexpired insurance 

1,500 

1,200 

Treasury bonds 


10,000 

Total assets 

S372,500 $430,200 

Lialnlihes 



Accounts payable 

$ 30,000 

$ 45,000 

Notes payable 

20,000 

25,000 

Dividends payable 

4,400 

6,675 

First-mortgage 4% bonds 

70,000 

70,000 

Interest received in advance 


300 

Taxes payable 

3,500 

4,000 

Ileservc for doubtful accounts 

1,100 

1,600 

Reserve for depreciation 



Buildings 

12,000 

18,000 

Machinery 

10,000 

16,600 

Furniture and fixtuiis 

1 ,500 

2,100 

Capital stock: 



Common 

120,000 

120,000 

Preferred 

80,000 

75,000 

Earned surplus appropriated 



For bond redemption fund 

10,000 

20,000 

Earned surplus 

10,000 

25,925 

Total liabilities 

#372 500 #430 200 


Problem 3B 


(American Institute of Accountants, November, 1946) 


Prepare a statement of application of funds of X Construction Corp. 
for the calendar year ended December 31, 1945, from the folloAving infor¬ 
mation. (For purposes of this problem it is not necessary to include in 
the solution a schedule of the details of the increase in working capital ) 
The comparative balance-sheets of X Construction Corp., as at Decem¬ 
ber 31. 1944, and December 31, 1945, are set forth below: 


Current and working asacta: 

Cash 

Bid deposits 
Estimates receivable 

Miscellaneoua receivables . 

U.S Treasury tax anticipation notes 
Supplies 


9 


Increase 
(or decrease) of 
December 31 working capital, 


1944 

1945 

etc 

40,000 $ 

102,800 

$ 62,800 

— 

100,000 

100,000 

380,000 

450,600 

70,600 

45,650 

65,800 

20,150 

100,000 

10,000 

(90,000) 

20,100 

22,800 

2,700 
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Increase 
(or decrease) of 
December 31 working capitial, 
1944 1945 etc. 


Insurance policy cash-surrender values 

(less loans). 

Postwar excess-profit refund. 

Less—Current liabilities— 

Notes payable. 

Accounts payable. 

Accrued liabilities. 

Federal income-tax accrued. 

Working capital. 

Plant and equipment. 

Less—Reserve for depreciation. 

Other assets: 

Investment B Co.—90% owned. 

Treasury stock—bought for $90,000. 

Organization expenses. 

LTiiamortized discount on bonds payable. 

Reserves and capital 

Reserve for contingencies. 

Deferred profit on contract. 

Bonds payable. 

Capital stock. 

Earned surplus. 


$ 

10,000 s 

25,050 

S 15,050 


18,000 

40,000 

22,000 


613,750 $ 

817,050 

$203,300 

$ 

150,000 $ 

50,000 

*100,000 


190,000 

215,000 

(25,000) 


18,400 

30,900 

(12,500) 


150,000 

240,000 

(90,000) 

$ 

508,400 $ 

535,900 

$(27,500) 

$ 

105,350 $ 

281,150 

*175,800 

$1 

,050,200 $ 

806,050 



660,300 

303,800 


$ 

389,900 $ 

502,250 

*112,350 

$ 

170,000 $ 

177,200 

* 7,200 


— 

40,000 

40,000 


12,000 

6,000 

(6,000) 


9,000 

8,000 

(1,000) 

L 

086,250 *1,014,600 

$328,350 

$ 

— $ 

100,000 

$100,000 


— 

65,000 

65,000 


100,000 

100,000 

— 


200,000 

200,000 

— 


386,250 

549,600 

163,350 


686,250 $1,014,600 

$328,350 


A summary of earned surplus for the year 1945 follows: 

Balance, J3eccmber 31, 1944. $386,250 

Add: Net profit (before federal taxes) for the year 1945. . . . $275,000 
Restatement of propi;rty and reserve accounts to agree 
with depreciated cost values established by Treasury 

Department as at January 1, 1945. 172,350 447,350 

Total. «833,600 

Deduct: Dividends declared. $ 25,000 

Provision for federal income and excess-profits taxes 

after refund credit. 203,000 


Purchase price of treasury stock, $90,000 in excess of par 


value, $40,000. 50,000 

Organization expense amortized. 6,000 284,000 

Balance, December 31, 1945. $549,600 


As of January 1, 1945, property, plant, and equipment account waa 
reduced $110,150 and the related reserve account $282,500, to agree with 
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adjusted depreciated cost values as of that date, as determined by the 
U.S. Treasury Department. During 1945 equipment having a gross book 
value of S354,000 and a net book value of $235,000 on the revalued basis 
was sold at a profit of $42,500. Additions and depreciation constitute 
the remaining changes in the respective accounts. 

Investment in stock of Company B was adjusted during the year to give 
effect to subsidiary company earnings of $20,000 and dividends declared 
of $12,000. 

Problem 36 

(Wisconsin, November, 1944) 

The directors of the Super Engine Manufacturing Company requested 
that statements be prepared showing in detail what changes had taken 
place in the various accounts during the previous year and what these 
changes represent. 

You are given the following data: 

Comparative balance sheet as at the close of business on October 31, 
1943, and October 31, 1944. 

The Barrow Co. is a wholly owned subsidiary. The interest on the 
bonds of the Barrow Co. is payable semi-annually on January 1 and 
July 1. 

The securities deposited with the trustee were U.S. Treasury 2% bonds 
with interest payable semi-annually on February 1 and August 1. The 
new bonds deposited with the trustee were purchased at par on February 
1, 1944. $5,000 of the U.S. Treasury bonds was sold on May 1, 1944, at 

102 and accrued interest. The proceeds of the sale were used to purchase 
$5,000 of the first-mortgage bonds that matured on that day. All profits 
made and interest received by the trustee were turned over to the 
eompany. 

Machinery that cost $20,000 on which a reserve for depreciation of 
$10,000 had been set up was sold November 1, 1943, for $12,000. The 
new machinery Avas purchased and installed May 1, 1944. 

Nbav tools were purchased during the year in the amount of $3,000. 
Depreciation on tools used during the year amounted to $5,000. 

New patterns and drawings were made during the year in the amount 
of $5,000. Old patterns and drawings in the amount of $3,000 were 
charged to obsolescence. 

On October 31, 1943, the patents had eight years to run. No new 
patents were taken out in the last year. 

The new office furniture was purchased October 31, 1944. 

Interest of 4 per cent is payable semi-annually on the first-mortgage 
bonds on May 1 and November 1. 
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Depreciation rates were: 

Buildings 2^ % 

Machinery 10% 

Furniture and fixtures 10% 

Dividends on the preferred stock were cumulative and were payable on 
May 1 and November 1. In accord with the provisions of the preferred 
stock issue, dividends were declared April 15, 1944, and October 18, 1944. 

A cash dividend of 3 per cent was paid January 4, 1944, on the common 
stock. 

S50,000 of the preferred stock was purchased at par and retired May I, 
1944, after dividends had been paid. 

The Treasury stock was purchased at par on June 1, 1944 

Required: 

Statement showing the funds provided and their application from 
October 31, 1943, to October 31, 1944. 

Statement of comparative working capital October 31, 1943, to October 
31, 1944. 

Working papers. 


SuPKR EnRINK MaNUFALTURING CoMPANTf 
Comparative balance sliects, October 31, 1G43, and October 31, 1944 

October 31 


Assets 

1943 

1944 

Cash 

$ 50,000$ 

80,000 

Accounts receivable 

350,000 

325,000 

Inventories' 

Materials 

140,000 

160,000 

Work in process 

165,000 

170,000 

Manufactured products 

75,000 

50,000 

Factory supphes 

1,200 

1,600 

Investments: 

Barrow Co. stock 

50,000 

50,000 

Barrow Co. 6% bonds 

30,000 

40,000 

Accrued interest on bonds 

600 

800 

First-mortgage bond redemption fund 

Securities deposited with trustee 

5,000 

10,000 

Accrued interest on securities—deposited 

25 

50 

Land 

25,000 

25,000 

Buddings 

150,000 

150,000 

Machmery 

225,000 

235,000 

Office furniture and fixtures 

3,500 

3,600 

Patterns and drawings 

10,000 

12,000 

Patents 

16,000 

14,000 

Tools 

12,000 

10,000 

Treasury stock 

2,000 

4,500 
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Deferred charges: 
Prepaid insurance.. 
Prepaid advertising 
Total assets. 


Liabilities 

Accounts payable. 

Dividends payable. 

Bonds—first-mortgage 4%. 

Interest payable. 

Reserves: 

Depreciation on buildings. 

Depreciation on machinery. 

Depreciation on furniture and fixtures 

Allowance for bad debts. 

Capital: 

Preferred stock 6% cumulative. 

Common stock. 

Surplus. 

Total liabilities. 


Ootober 


19« 

$ 3,600 $ 

2,500 

Igw 

2,700 

«1,316,425 $1 

,344,250 

^ 150,000 $ 

160,000 

7,500 

6,000 

80,000 

75,000 

1,600 

1,500 

15,000 

18,750 

55,000 

67,000 

1,500 

1,850 

17,500 

15,000 

250,000 

200,000 

650,000 

650,000 

88,325 

149,150 

V ,316,425 $1,344,250 


Problem 37 


(Ohio, April, 1942) 

The U.S. Corporation is negotiating additional war contracts similar 
to those accepted in 1941. From the accompanying data you are to 
prepare: 


1. Statement of application of funds for the year ended December 31, 
1941. 


2. Estimated statement of application of funds for the year ended 
December 31, 1942. 

U.S. Corporation 


December 31 


Assets 1941 1940 

Cash on hand and on deposit. $ 250,000 $ 230,400 

Cash—30% advance by government. 750,000 

Notes receivable. 75,000 50,000 

Accounts receivable. 400,000 220,000 

Inventories: 

Raw materials. 390,000 160,000 

Work in process. 190,000 250,000 

Finished goods—other than government. 455,000 110,000 

Cash value of Life insurance. 28,090 24,000 

Land. 250,000 140,000 

Buildings. 530,000 410,000 
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December 31 


1941 1940 

Machinery and equipment.. $ 7B0,000 $ 710,000 

Furniture and fixtures. 36,400 28,000 

Goodwill. 10 30,000 

Patents. 16,000 17,000 

Unexpired insurance. 11,500 7,600 

Government machinery. 100,000 

Totals. $4,262, 000 $2,387,000 

Liabilities 

Due for advance from government. $ 750,000 

Accounts payable. 753,230 $ 260,000 

Mortgage payable—5%. 375,000 250,000 

Accrued expenses. 103,000 60,000 

Federal income and excess-profits tax. 25,000 

Capital stock—no par, $10 stated value. 1,400,000 1,200,000 

Capital surplus. 20,010 

Earned surplus. 473.500 303,500 

Reserve for depreciation: 

Buildings. 82,000 60,000 

Machinery and equipment. 281,750 213,000 

Furniture and fixtures. 11,010 8,000 

Reserve for doubtful accounts. 12,500 7,500 

Totals. $4,262,000 $2,387,000 


Adjust for checks drawn against government advance in the amount of 
$525,000. These checks are included in accounts payable December 31, 
1941, and are for the following: 

New machinery purchased and installed as of December 31, 1941, and to be 


the property of the government. $100,000 

Raw materials delivered in December, 1941. 235,000 

30% advance to subcontractors for items to be received in 1942 (charged to 

work in process). 190,000 


On June 30, 1941, land was purchased for $60,000. Payment was made 
50 per cent in cash and 50 per cent by addition to mortgage payable. 
Appraised value was recorded by increase of $50,000 on the same date. 

New buildings purchased September 30, 1941, cost $120,000. Pay¬ 
ment was made, $65,000 in cash and balance by addition to mortgage. 
New machinery purchased for cash December 31, 1941, cost $130,000. 
To finance machinery purchase, mortgage payable was increased $40,000, 
and machinery which cost $60,000 was sold at depreciated value of 
$40,000. Furniture additions were made September 30, 1941. 

Federal income and excess-profits taxes for the year 1941 were 50 per 
cent of net profits, which were $200,000. 

Dividends paid during the year 1941 were $30,000. 
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Depreciation rates for 1941 were: buildings, 5 per cent; machinery, 12)^ 
per cent; and furniture, 10 per cent; these rates are to be continued 
through 1942 as far as applicable. 

Certificates of necessity authorizing five-year amortization were 
obtained early in 1942 for 1941 additions to land, buildings, and machin¬ 
ery, and the company elected to commence the 60-month period beginning 
January 1, 1942. 

The additional war contract negotiated for #6,000,000 is estimated to 
be completed and delivered 80 per cent in 1942 and the balance in 1943. 
All 1941 contracts will be completed in 1942. You are to provide for a 
30 per cent advance on contract, repayment to be made as a deduction on 
deliveries to the government, this provision of repayment applying to 
both 1941 and 1942 contracts. The December, 1942, deliveries on which 
cash ^\lll be received in January, 1943, arc estimated to be #500,000 before 
deduction of 30 per cent. 

The estimated net profit for 1942 is 5 per cent, after depreciation, 
amortization, and interest. Finished goods on hand December 31, 1941, 
arc to be sold for #600,000 during the year 1942. All accounts receivable 
other than on government contracts are collected, and reserve for doubt¬ 
ful accounts is therefore not required 

Other balance sheet items as of December 31, 1942, are estimated to 


be as follows: 



Notes receivable 

None 


Inventories: 



Raw materials 

$200,000 


Work in process 

400,000 


Finished goods 

400,000 


Cash value of life insurance 

33,000 


Unexpiied insurance 

14,000 


Accounts payable 


$300,000 

Mortgage payal)h 


250,000 

Accrued expenses (includes mortgage interest, etc ) 


195,000 


Federal income tax—all 1941 paid and you are to disregard any esti¬ 
mate for 1942. 

Additional machinery purchased for the government in 1942, #300,000. 
By December 31, 1942, all government machinery for 1941 and 1942 has 
been fuUy paid for by the government. 

Dividends estimated to be paid in 1942 are #70,000. 

Other items, such as cash, government advances, and depreciation 
reserves, you are required to ascertain from information available in the 
problem. 
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SECTION IV 

SOLE PROPRIETORSHIP AND SINGLE ENTRY 
Problem 38 

(American Institute of Accountants, May, 1944) 

Prepare from the following data a statement of net assets of A as at 
December 1 and December 10, 1943, and changes during the period ended 
December 10, 1943. 

A, a sole proprietor, intends to form a partnership ^\itli B Because 
of A^s failure to keep records, however, he cannot furnish to B statements 
indicative of financial position and earnings to serve as a basis for deter¬ 
mining the respective capital interests of the prospective partners and 
for reaching agreement on other financial matteis Accordingly, it is 
agreed between A and B that A should continue operating as a sole pro¬ 
prietor for a si\-month period ending May 31, 1944, and to keep pi oper 
accounting records to serve as a basis for the drafting of a satisfactory 
partnership agreement 

On December 10, 1943, you are engaged by A to establish a starting 
point in the bookkeeping letroactive to December 1st You ascertain 
the following facts with respect to balances on pertinent dates and trans¬ 
actions during the ten-day period. 

1 Available data as at December 1, 1943— 


Cash— 

Bank balance at November 30, 1043, per bank statement 33,070 

Outstanding rhecks ascLrlained from checkbook— 

No 971 $120 

978 145 

984 170 

992 180 

Furniture and fixtures (appraised value) 2,200 

Receivable (per billing slips) 

M 800 

N 500 

P 600 

Payables (per monthly creditors’ statements) 

C 350 

D 620 

F 820 

G 100 
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2. Transactions, December 1 t5 December 10— 


(a) Sales on account 

To R, goods costing 594 delivered December 4 140 

Q, goods costing 5178 delivered December 7 250 

Y, goods costing |180 delivered December 12 

(merchandise purchased from F below) 320 

(b) Purchases on account 

From C, goods ordered Dec 1, received Dec 2 400 

F, goods ordered Dec 2, received Dec 5 192 

G, goods ordered Dec 4, received Dec 8 300 

I, good'f ordered Dec 10, received Dec 13 250 

(c) Cash receipts 

December 2 cash sales (cost, 5634) 860 

5 M 400 

7 cash sales (cost, 5326) 485 

9 N 300 

10 P 600* 

(d) Cash disbursements 

December 2 993 supplies 25 

4 994 December rent 175 

5 995 D 490t 

9 996 F 500 

9 997 withdrawal by A, proprietor 200 

(e) December 4—Receipt of credit memorandum for return of goods to D 

originally received on November 28 and returned November 30 120 

December 9—Allowance on goods purchased by N, November 24 (error 

in pricing) 80 

* Deposit Dec 11 1943 
t After deduction of 2% cash discount 


3 Balances, December 10, 1943— 


Cash— 

Balance per bank statement, December 10, 1943 53,780 

Outstanding checks 

No 984 5170 

996 500 

Merchandise inventory (ptr physical count stated at cost) 3,000 

Furniture and fixtures 2,200 


Problem 39 

(American Institute of Accountants, November, 1925) 

F Burden, a store fitter, trading alone and personally conducting all 
his business transactions, keeps no books of account except a cash book 
and a job book. 

He requests you to make an inspection of these records and any other 
data available and, after making adjustments and such provisions for 
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reserves as you think necessary, prepare a profit-and-loss account for the 
calendar year 1924 and relative balance-sheet. 

From the bank pass book, cancelled cheques and cash book, you obtain 
the following information: 


Receipts: 

Deposited in bank 
Amounts not deposited 


Made up as follows: 

For work done. 

Repayments of second mortgage on house sold 
Rentals, new stores 

Deposit on sale of house (see notations) 
Mortgage obtained on new stores 
Less expenses 


« 86,577 
7 4,375 
3P160,952 

35137,564 

2,063 

665 

1,000 

112,500 

415 


12,085 


Mortgage interest on house sold 289 

Advances by F. Burden for payrolls 4,209 

Old personal loans repaid 3,012 

Miscellaneous.. 65 


$160,952 


Paym ents: 

Cheques drawn 

Cash .... 


$ 88,220 
72,457 
$160,677 


Ct)iiiprising the following- 
Wages (cash) . 

Sub-contractors for labor 
Material purchased 
Working expenses 
Burden's personal drawings 

Part cost of house sold, 1923 account (see notations) 

Cost of new stores and apart in enis— 

Balance of cost of land $ 4,000 

Buildings (frame and stucco) 20,141 

New trucks (see notations) 

Cheque to bank for note receivable for work done, returnerl 

unpaid. 

Loan, personal, to B. Kcir 
Interest on mortgage, new store 


$ 70,775 
2,341 
48,083 
7,765 
1,953 
1,755 


24,141 

747 

2,044 

700 

373 

$160,677 


No record was in evidence of the balance of cash on hand or at the bank 
at January 1, 1924. The balance at the bank on December 31, 1924, 
after deducting outstanding cheques, was $2,267.61. There was no cash 
on hand at this date. 
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The following cash receipts and payments had not been entered in the 
cash book: 


Traveling and buaineaa expenses paid $ 631 

Bonds purchased as an investment 400 

Additional advances by Burden for payrolls 2,519 

Deposit paid on land bought for new stores 500 


and the transactions as follow were also omitted from the books, except 
where noted. 

The house sold in 1924 was built in 1923; the payments made during 
1923 were 551,750 for the land and $10,042 for the building; the balance 
paid in 1924 ($1,755) is included in cash payments recorded. The house 
was sold in 1924 for $15,850, less selling expense $425, a deposit of $1,000 
(duly recorded) having been received in cash. An existing first mortgage 
of $6,500 was transferred to the purchaser and Burden took a second 
mortgage for the balance of the price repayable by installments. 

On March 1, 1924, two new trucks (maker^s list price, $750 each) were 
bought for $747 (as recorded), two old trucks being traded in, as part 
payment, at an estimated loss of $445. Another truck was also in use 
which cost $800 in January, 1922. A new passenger car, used for busi¬ 
ness, was bought July 1, 1924, for $1,500 and paid for m cash, no entry 
therefor appearing on the books. 

On January 1, 1924, materials on hand were $5,810 (cost) and accounts 
receivable (good) were $1,853 

At December 31, 1924, the inventories, etc , showed the following: 


Materials on hand (cost) paid for $ 4,351 

Materials on hand not paid for 9,032 

Expense bills, 1924, unpaid 143 

Accounts rceeivable (good) for work done 20,006 

Accounts receivable (doubtful), mcluding dishonored 

note of $2,044, total $2,904, estimated value 1,452 


The total liability for workmen's compensation and other insurance to 
December 13, 1924, for which accounts have not been delivered, was 
estimated at $1,100. 

Prepare the necessary accounts and balance-sheet as at December 31, 
1924. 

Problem 40 

(American Institute of Accountants, May, 1949) 

The Modern Restaurant, an individual proprietorship, keeps no 
accounting records except a check book. You are engaged to prepare 
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financial statements for the month of January, 1949, reflecting the operat¬ 
ing results and financial position as completely as possible. However, 
for the purpose of this problem, a complete worksheet may be submitted 
in lieu of financial statements if appropriate columns are provided for 
income and expense, capital account and balance-sheet. 

Your analysis of the check book reveals the following: 


Balance—January 1, 1949 |1,016 52 

Receipts 


Meals 

$4,112 

30 


Catering services 

190 

00 


Candy, tobacco, etc 

123 

45 


Miscellaneous 

8 

25 

4,434 00 




95,450 52 

Disbursements 




Employees salaries (less income tax withheld amounting to 



JIfSl, and federal old age benefit tax) 

$ 909 

00 


Food, tobacco, candy, etc 

2,847 

50 


Rent 

125 

00 


Gas, electricity and water 

106 

00 


Laundry 

45 

50 


Tables and chairs 

350 

00 


Printing 

23 

25 


Owner’s salary 

250 

00 


Annual license 

100 

00 


Social seLurity tax( s (0 A B and unt niployineiit) 

117 

00 


Income tax withheld 

232 

50 

5,105 75 

Balance—January 31, 1949 



9 344 77 

Your reconciliation of the bank account as 

of January 31, 

1949 shows: 

Balance per bank 



$ 625 77 

Deduct—outstanding checks 

$ 271 

00 


Error occurring prior to Jan 1949 

18 

00 

289 00 




$ 336 77 

Add—bank service charges 




For December, 1948 

$ 4 

08 


For January, 1949 

3 

92 

8 00 

Balance per books 



$ 344 77 


The balance-sheet which your client had as of December 31, 1948, was 
as follows: 


ilssefa 

Cash 

Furniture & fixtures 

Less—reserve for depreciation 


3P2,025 00 
202 50 


SI,016 52 

1,022 50 
S2,339 02 
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LiahtliiieB 

Accounts payable—food purchases . . I 510 25 

Accrued 1948 personal property taxes—estimated 24 00 

Accrued 1948 O.A B and unemployment taxes 117 00 

Income taxes withheld 232 50 

Accrued 1948 annual license 100 00 

Proprietor’s capital 1,855 27 

$2,839 02 


Your investigation reveals that accounts payable should have been 
$81.50 larger than stated on December 31, 1948, and that as of January 
31, 1949, they amount to $703.50. You also discover that as of January 
31, 1949, there is a receivable for catering service amounting to $75. 
There is an inventory of tobacco and candy at January 31, 1949 of $130. 
The proprietor has no record of the inventory as of December 31, 1948, 
but is of the opinion that it was about $75. He expects to take monthly 
inventory hereafter. You find that the business was opened on January 
1, 1948, and that all of the December 31, 1948, balance of furniture and 
fixtures was purchased at that time. 

Problem 41 

(Wisconsin, November, 1941) 

L. G. Tracy formed a corporation known as The Tracy Corporation 
which started operations as of January 1, 1939. For 1939 and 1940 the 
books were kept on the cash basis, which caused such wide divergence in 
the two years^ operating results that Mr. Tracy has requested you to place 
the accounting records on an accrual basis. He also asks you to prepare 
revised statements for the two years on the accrual basis so that he may 
get a better indication of trends and results. 

Investigation discloses the following facts which are to be used in 
accomplishing the objectives of your engagement: 

1. Of the 1,000 shares of authorized capital stock, 950 shares Avere 
issued and paid for as follows: 

Cash $35,000 

Land 10,000 

Building 50,000 

Total $95 ,000 

2. Sales for 1939 amounted to $256,327, and sales returns and allow¬ 
ances totaled $3,440. 

Sales for 1940 amounted to $289,565 and sales returns and allow¬ 
ances totaled $2,980. 



SOLE PROPRIETORSHIP AND SINGLE ENTRY 


77 


3. Purchases for 1939 amounted to $237,129, and purchase returns and 
allowances totaled $4,620. 

Purchases for 1940 amounted to $241,544, and purchase returns and 
allowances totaled $5,110. 


Cash receipts summary: 

1939 

1940 

Proceeds from sale of stork 

. S 35,000 


Accounts receivable 

.. 213,417*276,530 

Bank loans 

50,000 

20,000 

Totals 

. *298,417 

$296,530 

Cash disbursements summary. 



Accounts payable 

$116,042 

$128,250 

Equipment 

18,000 

7,000 

Store salaries 

34,650 

38,920 

Office salaries 

8,000 

15,000 

Heal estate taxes 


1 ,350 

Taxes on equipment 


475 

Taxes on merchandise 


1,410 

Insurance on budding 

435 

42 

Insurance on equipment 

164 

70 

Insurance on merchandisr 

678 

168 

Budding improvements 

5,000 


Fuel purchased 

465 

310 

Bank loans—paid-off 

30,000 

35,000 

Interest paid 

1,800 

800 

Supplies 

6,350 

2,830 

Other operating expenses 

9,746 

8,977 

Dividends paid 

6,650 

13,300 

Totals 

. *237,980 *253,902 


Purchases discounts taken in 1939 amounted to $3,915 and for 1940 
Avere $4,235. 

Bad debts chargeable to 1939 sales arc estimated at $2,150 and to 1940 
sales at $1,240. Provision for these estimated losses is to be made on a 
reserve basis. Accounts actually written off in 1940 amounted to $650. 



1939 

1940 

Merchandise inventory 

$71,440 

$124,820 

Supplies inventory 

3,650 

2,925 

Fuel inventory 

160 

145 

Accrued store salaries.. 

1,585 

2,110 

Accrued office salaries 

4,000 

3,000 

Accrued interest on bank loans 

120 

50 

Accrued real estate taxes.. 

1,350 

1,426 

Accrued taxes on equipment 

475 

580 

Accrued taxes on merchandise 

1,410 

2,615 

Prepaid insurance—budding 

295 

176 

Prepaid insurance—equipment 

118 

105 

Prepaid insurance—merchandise 

470 

340 



78 


C.P.A. PROBLEMS AND QUESTIONS 


Depreciation to be computed as follows: 

Buildings at 2 per cent for 1939 on S50,000 and in 1940 an additional 
amount of 2 per cent on the $5,000 of improvements for one-half year. 
Equipment at 5 per cent for 1939 on an average base for the year of 
#16,000 and in 1940 on an average base of $22,000. 

The bookkeeping was inadequate as indicated clearly by the two profit 
and loss statements and the final balance sheet rendered and submitted 
herewith. 

1939 1940 

Income $213j417 $276,530 

Expcnfac 178,330 198,602 

Net profit $ 35,087 $ 77,928 


Thf Tracy Corporation 
Biilance sheet, December 31, 1940 


Cash 

$103,065 

Land 


10,000 

Buildmgs and improvoniLnts 


55,000 

Equipment 


25 000 

Total aaseta 


$193,065 

Liabilities 

Bank loans 

$ 

5,000 

Total liabilities 


$ 5 000 

Proprietary int(.nU 

Capital stock . 

$ 

o 

o 

o 

Surplus $113,015 

Less' Dividends paid 19,950 

Net surplus 


93 065 


Total proprietary interest $188,01)5 

Problem 42 

(New York, April, 1943) 

Prepare trial balance, December 31, 1942, adjusted and classified. 
Submit working papers. 

The books and available doruments of the Manning Company, Decem¬ 
ber 31, 1942, produced the following assets and liabilities, these being con¬ 
sidered by the auditor as correct: 


The Manning Company 

Accrued mtercst payable $ 360 

Bank loan 24,000 

Cash 9,450 

Custom era’balances 206,400 
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Deferred and prepaid expenses 
Interest accrued receivable 
Inventories 

Mortgage payable—6 % 

Notes receivable 
Plant and equipment 
Sundry accrued expenses 
Vouchers payable 

Supplementary data 

December 31, 1941 

Accrued interest payable 
Accrued other expenses 
Capital stock—authorized, 3200,000 
Deferred and prepaid expenses 
Interest accrued rei eivable 
Inventorii s 

Plant and equipment—book value 
Surplus 
Year 1942 

Bad accounts written off 
Capital stock 
Discounts reciived 
Dividend declared 
Interest paid 
Interest received 

Operation expenses pud—[mjdoyits’ advances, $4,950 
Plant and equipment 
Pun based—cost 
Scrappf d—book valiif 
Purchases 
Dcrembtr 31, 1942 

Mortgage interest paid 


$ 2,400 

120 
73,200 
60,000 
12,000 
177,000 
6,000 
44,880 


$ 180,000 
5,100 

60,600 

225,000 

56,100 

5,640 
No change 
3,150 
5 % 
900 
570 
350,310 

24,000 
54,000 
1 591,800 


1 year 


Problem 43 

(New York, October, 1941) 

From the following information, prepare: 

1 Statement of condition, December 31, 1940. 

2 Statement of profit and loss, year ended December 31, 1940 


C U 

Assess and habihti 
Cash on hand and in bank 
Accounts receivable 
Merchandise inventory 
Sundry assets 
Accounts payable 
General expense owed 


Morrell. 

December 31 

p-f 1939 1940 

$13,920 $16,160 
7 35 740 

16 080 22 240 

23,220 24,080 

31,540 24,800 
1 200 660 
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Details available concerning transactions for 1940 are: 


Cash and discount credited to accounts receivable $128,000 

Returns from accounts receivable customers 2,900 

Bad debts 840 

Sales for cash and on credit 143,620 

Discount secured from trade creditors 1,400 

Returns to trade creditors 800 

Capital contributed—paid into bank 17,000 

Receipts from accounts receivable 125,000 

Cash purchases 2,060 

Expenses paid in cash 19,140 

Purchase of machinery by check 860 

Drawings by check 6,360 

Cash payments into bank 10,000 

Withdrawn from bank into cash . 18,480 

Cash on hand, December 31, 1940 2,400 

Payments to creditors by check .. 120,540 


Problem 44 

(American Institute of Accountants, November, 1945) 

From the information set forth below, prepare income statements on 
the accrual basis for the fiscal year ended January 31, 1944, and for the 
seven months ended August 31, 1944. 

The Zane Department Store was incorporated on February 1, 1943, 
and commenced business on that date. It filed federal income and excess- 
profits tax returns for the fiscal year ended January 31, 1944, from books 
kept on the cash basis, using as an ending merchandise inventory value, 
an amount of $10,000 based on an estimated minimum physical inventory. 
In August 1944, after a field examination by the Bureau of Internal 
Revenue during which it was decided that the accrual basis rather than 
the cash basis was more desirable for reporting income, you are called in 
to convert the income account from a cash to an accrual basis as of 
September 1, 1944. 


1 The cash transactions and items thereof included in 
cash basis for the fiscal year 1943 follow: 

net income on the 


Net Income 

Cash receipts— 

Amount 

Items 

Capital stock, $100,000 par plu3 premium $10,000 

$110,000 


Cash Hales 

168,200 

$168,200 

Charge sales 

Notes payable—banka (borrowed on two-month note dated 

86,000 

86,000 

January 2, 1944, face amount, $10,000, discount, $100) 

9,900 


Dividend mcome 

2,840 

2,840 

Interest on bonds—4% on $10,000, collected 10/1/43.. 

200 

200 

T otalb 

$377,140 

$257,240 
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Cash disbursements— 

Land and building (assessed values 120,000 and 160,000 
respectively, life of building, 15 years from date of purchase, 


3/1/43) 

$ 60, 

,000 


1 urniture and fixtures (life, 10 years from date of purchase 




2/1/43) 

3, 

,000 


Merchandise creditors—purchases 

194, 

,000 

$194,000 

Miscellaneous selling, administrative, and general expenses 

24, 

,000 

24,000 

Officers’ salaries—monthly salaries exclusive of January, 1944 

33 

000 

33,000 

P'ederal capital-stock tax—fiscal year ended June 30, 1943 

2, 

000 

2,000 

lire insurance—3 year policy from March 1, 1943 


640 

640 

Real-estate taxes for 1943 (February 1—December 31, 1943) 

2, 

200 

2,200 

Investment in 300 shares of X Co stock 

40, 

000 


Investment m bonds acquired at face value 110,000, interest 




4% April 1 and October 1, maturity date, 4/1/53 

10 

000 


Dividends declared and paid 

1 

BOO 


Totals 

5370, 

640 

S255,840 


2 Inventory at January 31, 1944, is estimated at S10,000. 

3 The cash transactions and items thereof included in net income on the 
rash basis for the seven months ended August 31, 1944, follow: 



Net Income 

Cash receipts— 

Amount 

Items 

Cash sales 

Charge sales (1943 fiscal-year receivabli s, $12,000, 1944 fisf al- 

$112,000 

$112,000 

year receivables, $40,000) 

Notes receivable (principal, $20,000, interest, $1,500, includ¬ 

52,000 

52,000 

ing accrued interest to January 31, 1944, $600) 

21,500 

1 500 

Sale of 75 shares of X Co stock 

15,000 


Dividend income (dividend declared 1/23/44, paid 2/15/44) 

1,200 

1,200 

Interest on bonds—collected 4/1/44 

200 

200 

Cash disbursements— 

Merchandise creditors—purchases ($123,000, of who h 

$201,900 

$166,900 

$10,000 was owing 1/31/44) 

Other creditors—selling, administrative, and general expenses 

$123,000 

*123,000 

(incurred subsequent to January 31, 1944) 

12 000 

12,000 

Notes payable to banks—paid March 2, 1944 

10 000 


Officers’ salaries—monthly salaries, January through July 
Real-estate taxes for period 1/1/44-6/30/44 billed April 1, 
1944 (identical billing to be made 10/1/44 for the period 

21,000 

21,000 

7/1/44-12/31/44) 

1,200 

1,200 

Federal capital-stock tax—fiscal year ended June 30, 1944 
Federal income and excess-profits taxes (4/15/44 and 7/15/44 

2,400 

2,400 

mstallments of $750 each) 

1,500 

1,500 

Totals 

$171,100 

$161,100 
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4. Inventory at August 31, 1944, is $18,000 at cost. 

5. Inventory as at January 31, 1944, is to be stated at cost as may be 
determined by reference to the following tabulation which shows the 
gross profit of each merchandise line determined on a test basis. 

Per cent of Mdse. 

Linn Sales to 

Mdse. Linn Purchases Sales dross Profit Total Sales 


1 . I 7,200 * 12,000 I 4,800 10% 

2 . 10,500 15,000 4,500 15 

3 .•. 7,500 10,000 2,500 20 

4 . 13,000 20,000 7,000 20 

5 . 18,750 25,000 0,250 25 

6 . 10,800 18,000 7,200 10 

Total. $07,750 $100,000 $32,2M 100% 


0. Memo rpporJs of receivables and payables show as of kSeptember 1, 
1944, balances originating since April 1, 1944, as follows: accounts 
receivable, 113,500; trade accounts payable (merchandise), 115,000; 
other accounts payable (selling, admini.strative, and general expenses 
purchased) 13,800. No notes receivable are held, nor are any notes 
payable outstanding. 

7. The federal capital-stock tax for the fiscal year ended June 30, 1945, 
is S3,000. 

8. Notes receivable collected during 1944, consisted of notes of $8,800 
received in 1943 directly from customers for sales, and notes of 
$11,200 received in 1943 in settlement of customers’ open accounts. 

9. For purposes of preparing income statements on the accrual basis, the 
effective rates of federal taxes on income may be considered as being; 
25% on income not in excess of $25,000; 50% on income in excess of 
$25,000 and not in excess of $50,000; and with respect to income over 
$50,000, 80 % of total income. 
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PARTNERSHIPS—DIVISION OF PROFITS 
Problem 46 

(New York, April, 1943) 

Submit a columnar work slieet form from which there may be prepared, 
without further adjustment or rearrangement, statements as follows: 

1. Statement of condition, December 31, 1941. 

2 Statement of condition, December 31, 1942 

3 Profit and loss statement, year ended December 31, 1942. 

Broad and Gates, in partnership, share profits and losses 55 per cent 
and 15 per cent, respectively. During the year 1942, each partner with¬ 
drew from the business, as salary, 128,000 These amounts were charged 
to profit and loss account For the year ended December 31, 1942, the 
net loss was computed at $25,000. This net loss distributed, the ledger 
accounts produced the following situation: 

Broad and Gaies 

Stat['mi3nt of i onilition, Dlc ember 31, 1042 


Cash 

Ahspts 

$ 30,000 

Aiaounts rercivablc 

187,500 

Haw material iriventory 

80,000 

Labor, etc invt'ntory 

120,000 

Finished-goods inventory 

65,000 

Total 

«482,500 

Accounts payable 

LiabilUic^ 

$103,500 

George Broad, capital 

200 000 

Samuel Gates, capital 

179,000 

Total 

«482,500 

During the year 1942, 

transactions w^ere recorded as follows: 

Raw material purchases 

$200,000 

Labor, etc , paid 

350,000 

Sales salaries 

60,000 

Sales commissions 

105,000 

Rental expense 

15,000 

Bad debts charged off 

25,500 
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Depreciation account $ 6,000 

Interest expense paid 2,500 

Sales—^net . 928,500 

The inventory on December 31, 1941, was ascertained to be as follows: 

Kaw material: 

Coat S 90,000 

Market 84,000 

Labor, etc 130,000 

Finished goods 220,000 

A careful exairiinatiun of sundry sources, other than the ledger accounts, 
revealed: 

Total cost of material used in manufacturing duiiiig 1942 1180,000 

Total cost of labor, etc. during 1942 320,000 

No depreciable fixed assets were owned 
The closing cash balance is correct 
No assumptions are to be made 


Problem 46 

(New York, April, 1942) 

Prepare: 

1 Balance sheet, December 31, 1938. 

2 Comparative statement of profit and loss for 1937 1938 

Rkkd k Wltrk 
Trial balances 

December 31 


Debits 

1937 

1938 

Cash 

S 1,250 

$ 5,000 

Receivables 

27,500 

20,500 

Furniture and equipment 

14,500 

14,500 

U Reed 


15,000 

I. Wurk 


25,000 

Merchandise purchases 

130,000 

215,000 

Selling expenses 

12,620 

31,050 

Admmistrativp expenses 

3,750 

9,720 

Partners’ salaries 

20,000 

40,000 

Interest expense 


300 

Totals.. 

«209,620 

#376,070 

Credits 



Payables... 

$ 9,000 

$ 7,600 

U. Reed... 

15,500 


I Wurk 

10,000 


Merchandise sales 

175,120 

353,420 

Interest earned 


150 

Fire insurance recovered.. 


15,000 

Totals 

$209,620 

#376,070 
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Consider the following carefully: 

1. The partnership was formed as of January 1, 1937. 

2. The firm agreement contained the following pertinent information: 
a. Reed was to receive 812,500 and Wurk was to receive 87,500 as 

yearly salary before the remaining profits were divided. Profits 
were shared: Reed, 40 per cent; Wurk, 60 per cent. 

No Avithdrawals were to be made for the year 1937. At the end 
of 1937, if, after deducting salaries, any profits existed, the part¬ 
ners were to receive in addition to salaries an amount equal to 
10 per cent of the original capital investment. 

3. The books never were closed. 

4. No merchandise inventory was taken December 31, 1937, but an 
inventory of 830,000 was on hand December 31, 1938. 

5. The amount of fire insurance recovered equaled exactly the cost of 
merchandise destroyed on Labor Day, 1938. 

6. Depreciation on furniture and equipment is to be considered at 
10 per cent for each year. 

7. Provision is to be made for the following items accrued and prepaid: 



DEicem 

her 31 


1937 

1938 

Accrued interest on receivables 

$ 25 

1 50 

Accrued interest on payables. 

30 

30 

Accrued selling expenses. 

. . 2,650 

1,550 

Accrued administrative expenses. 

. 1,110 

250 

Prepaid selling expenses. 

. 950 

400 

Prepaid administrative expenses. 

. 250 

500 


8. Drop the cents in calculations in favor of the nearest dollar. 

Problem 47 

(American Institute of Accountants, November, 1939) 

A, B, and C have been partners throughout the year 1938. Their 
average balances for the year and their balances at the end of the year, 
before closing the nominal accounts, are as follows: 


AveraRo. Balancp.s 
balances Dec. 31, 1[)38 

A.Cr. 81)0,000 Cr. 860,000 

B.Cr. 3,000 Dr. 1 ,000 

C. Cr. 7,000 Cr. 10,000 


The profit for 1938 is 875,000 before charging partners' drawing allow¬ 
ances and before interest on average balances at the agreed rate of 4% 
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per annum. A is entitled to a drawing account credit of $10,000, B of 
$7,000, and C of $5,000 per annum. The balance of profit is to be dis¬ 
tributed at the rate of 60% to A, 30% to B, and 10% to C. 

It is intended to distribute amounts of cash to the partners so that, 
after credits and distributions as indicated in the preceding paragraph, 
the balances in the partners' accounts will be proportionate to their 
profit-sharing ratios. None of the partners is to pay in any money, but 
it is desired to distribute the lowest possible amount of cash. 

Prepare a statement of the partners' accounts, showing balances at 
the end of 1938 before closing, the allocations of the net profit for 1938, 
the cash distributed, and the closing balances. 

Problem 4B 

(American Institute of Accountants, May, 1939) 

On January 2, 1938, Brown and Black jointly bought from Smith 
certain real estate on which two buildings had been erected. One of the 
buildings occupied two-thirds and the other the remaining one-third of 
the property. 

The purchase price was $150,000 for the entire property, the seller 
(Smith) agreeing to pay off a $120,000 four-per-cent mortgage and other 
encumbrances attaching to the property. These encumbrances con¬ 
sisted of unpaid taxes for 1935, 1936, and 1937, that had become liens 
on the property on December 31 of each year. They were by mutual 
agreement accepted as being respectively $0,400, $5,700, and $5,700. 
Smith also agreed to bear the expenses incident to title search and 
guaranty. 

Brown advanced $1,000 to bind the contract, and agreed to close the 
deal on February 15, 1938. He also agreed that the other expenses 
incident to the purchase and closing should be paid by Brown and Black. 

On the same day, January 2, 1938, the two-thirds of the property was 
sold to Jones for $109,000 cash. Jones was to receive the net income 
from the property from that date on and to receive a clear title on Febru¬ 
ary 15, 1938. 

The above mortgage of $120,000 was held by the X Insurance Com¬ 
pany. Interest had been paid to September 1, 1936, and since January 
1, 1937, the mortgagee had operated the property. 

To finance the above deals, insure proper payment of encumbrances, 
and make final cash settlements, Brown and Black designated the Y 
Trust Company as their depository and agent in the foregoing purchases 
and sales. 

The Y Trust Company agreed to receive in escrow the $109,000 paid 
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by Jones and to take a $42,000 four-per-cent mortgage on the remaining 
third of the property on February 15, 1938. From the $151,000 thus 
available the trust company was to pay off the $120,000 mortgage and 
settle with the X Insurance Company on the latter date. The trust 
company was also to pay or make provision for the encumbrances, attend 
to the transfer of title, and to make final settlement with the other parties 
to the aforementioned sale and purchase transactions. 

On February 15, 1938, the trust company had complied with all the 
foregoing terms and rendered the following accounting to Brown and 
Black: 


Receipts 

From Jones—for the two-thirds of the property sold Jan 2, 1938 $109,000 

I'rom Y Trust Company—for mortgage on the remaining third 42,000 

^151,000 

Disbursements 

Revenue stamps $ 150 

Traveling expenses 128 

Telephone and telegrams 52 

Title search 1,364 

Title guaranty policy 400 

90% of 1935 and 1936 taxes 10,890 

Held in escrow for balance of taxes 6,910 

Jones 2,940 

Smith 23,840 

X Insuiancc Company—per ai i ount rendeied 101,78(> 

Brown and Black 2,540 

$151,000 


The account rendered by the X Insuiance Company Avas submitted 
with the above settlement, viz. 


Amount of mortgage 

Interest from Sept 1, 193b to Dec 31, 1937 
Interest from Jan 1, 1938 to Feb 15, 1938 

Less—Balance of operating income 

Rental mcome to Feb 28, 1938. 

Deduct—Operating expenses 
Heat, light and power 
Maintenance and repairs 
Salaries and wages 
Management fee—4% 


$120,000 
6,400 
600 
$127,000 


1937 1938 

$32,400 S5,400 

$ 2,400 $ 400 

4,300 250 

3,600 124 

1,296 216 

$11,5 96 $ 990 

$20,804 $4,410 25,214 

$101,786 


Balance payable 
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The transactions in the remainder of the year 1938 were as follows: 

All rents, amounting to S9,000 were collected. 

All operating expenses were paid to the amount of $2,700. 

Semi-annual interest was paid on the mortgage when due. 

The 1937 taxes were paid in the amount of $6,000. 

The 1935 and 1936 taxes were settled at a reduction of 9 per cent. 
Alterations costing $2,500 were made for a new tenant who took a five- 
year lease, beginning July 1st, at the rate of $125 per month. 

The new tenant’ deposited $1,000 to secure the lease, applicable as rent 
for the last eight months of the term. 

Black drew $100 per month management salary from February 15, 1938. 
On December 31, 1938, the remaining third of the property was sold for 
$52,000 cash. Brown and Black assuming all encumbrances, including 
the 1938 taxes, which had accrued at the 1937 rate, and depositing 
their amount with the Y Trust Co. 

From the foregoing data prepare the following accounts of Brown and 
Black: 

1. A statement of profit and loss showing separately the profit or loss on 
the sale and on the operation of the property. 

2. A statement of receipts and disbursements, also showing the final dis¬ 
tribution of cash to the two partners. 

Submit any necessary work sheets. 

Problem 49 

(Ohio, May, 1941) 

Three general contracting companies decided as of September 30, 1938, 
to form a syndicate for the purpose of performing a single contract too 
large to handle individually. 

From the following information you are required to analyze the results 
of operations to March 31, 1941, and advise each member of the syndicate 
not only as to the division of profits but also as to errors, if any, in the 
method used by the syndicate's accountant in reporting the profits to 
December 31, 1940. 

You have been given statement of quarterly reports of the syndicate, 
and having completed an audit, you are required to give effect to closing 
transactions before completing your report. You find that no income- 
tax returns have been made for the syndicate but that each company 
member has merely reported as profit the cash actually received by it 
during the period. 
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The syndicate engineers estimate that expense to complete the contract 
in 1941 will be $15,000 before depreciation. You find that all construc¬ 
tion equipment, purchased December 31, 1938, and costing $48,000, has 
been charged to construction costs. (Your rate for depreciation of this 
equipment would be 20 per cent per annum.) The A-B Company has 
offered to purchase this equipment and the office furniture for $21,000, 
which offer has been agreed upon, and date of sale is to be March 
31, 1941. 

The total additional expense for taxes, insurance, and interest has been 
estimated to be $2,000, and the final estimate for extras has l^een accepted 
l)y the owners and will be billed at $10,000 on March 31, 1941. 


QirAllTKRlvY Rkports 


Period 

Estimates 
billed on 
contract 

Construction 

costs 

accrued 

(JeniTal 
uverhead 

Other ill- 
corn (' de- 
ductiuiis 
(net) 

Paid to 
syndicate 
members 

October 1 to Decem¬ 
ber 31, 1D38... . 

1 250,000 

$ 270,000 

1 5,000 

$ 2,000 

$ 90,000 

Quarter endfcl: 

March 31, 11)30. .. . 

300,000 

240,000 

8,000 

3,000 

90,000 

June 30, 103!). . 

350,000 

305,000 

12,000 

3,000 

90,000 

September 30, 193!) 

280,000 

240,000 

12,000 

1,000 

90,000 

December 31, 1939.. 

230,000 

190,000 

12,000 

1 ,500 

30,000 

March 31, 1940. . . . 

130,000 

100,000 

10,000 

2,500 

30,000 

June 30, 1940... . 

100,000 

55,000 

6,000 

500 

30,000 

September 30, 1910 

95,000 

70,000 

5,000 

500 

30,000 

December 31, 1940. . 

05,000 

45,000 

5,000 

1,000 

30,000 

T otals. 

11,800,000 

11,515,000 

$75,000 

”$15,000 

$510,000 


The members have agreed also that, because of the manner in Avhich 
the contract was performed, the profits are to be divided two-fifths each 
for the A-B and M-N Companies and one-fifth to the X-Y Company but 
that the X-Y Company is to be paid, in addition, 20 per cent of the net 
profit in excess of $150,000 as a bonus for the services of an engineer in 
its employ, such profit to be computed without the bonus as a deduction. 
The records show that the amount paid to syndicate members was exactly 
equal; i.e., each member received one-third in cash of the $510,000 paid 
out. 

You have been informed that for income-tax purposes the X-Y Com¬ 
pany reports its own operations on a fiscal year ending March 31. The 
other two syndicate members report on a calendar year. 
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The Syndicate 

Trial balance, December 31, 1940 

Debits Credits 


Cash; 

On hand 
On deposit 

Account receivable—estimate bdled 
Office furniture 
Accounts payable 
Notes payable—bank 
Accrued taxes and insurance . 

Reserve for deprecia'tion—office furniture, 5% 

Due syndicate members for advances, September 30, 1938: 
A-B Company 
M-N Company 
X-Y Company 
Estimates billed 
Construftion coats 
General overhead 
Other income—deductions net 
Withdrawals by syndicate members 
Totals 


$ 2,000 
27,675 
50,000 
6,000 

$ 45,000 

40,000 
10,000 
675 

100,000 

100,000 

75,000 

1,800,000 

1,515,000 

75,000 

15,000 

510,000 

12,185 675 *2,185,675 


Since the syndicate will be required to file partnership tax returns, you 
are to decide for the syndicate what closing date (either fiscal year or 
calendar year) will probably result in the least amount of tax, without 
regard to whether or not your choice will be acceptable to the Revenue 
Department. 

You know, of course, that you are permitted to report profits on the 
p)ercentage of completion of the contract; therefore, it must be assumed 
that you can report the profits only as per the quarterly reports, with the 
allowance for the bonus and the closing adjustments for the sale of equip¬ 
ment and additional expenses to be considered as belonging to the three 
months’ period ended March 31, 1941. 

In your study of the best closing date to recommend you are to assume 
that each member of the syndicate has other taxable earnings in all 
years sufficient to subject them to the flat rates of normal tax. You 
should also consider the increase in tax rates effective January 1, 1940, 
with the possibility of further increases in 1941. If you are not familiar 
with tax rates in any of the years, you are to give as your answer your 
best judgment, adding if necessary an explanation of assumptions made 
by you in order to show your knowledge of the subject. 

You are also to prepare statement of partners’ accounts after all 
adjustments and prepare entries for each partner in accordance with 
your partnership tax return information. 
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PARTNERSHIPS—CHANGE IN INTEREST 
Problem 60 

(Kentucky, November, 1939) 

A and B own and operate a laundry business. Both give full time to 
the enterprise. A wishes to retire, and B, who is unable to purchase A^s 
interest, offers the following plans: 


1. B will employ C at an annual salary of $3,600 to perform the services 
formerly rendered by A and will guarantee A an annual return of 
10 per cent on his average invested capital. 

2. B is willing to enter into partnership with C in conduct of the busi¬ 
ness (C being able and willing to purchase A's interest) if A and C 
are able to come to satisfactory terms. 


A prefers the latter plan, and you are jointly employed by A and C to 
determine the fair value of A^s interest in the partnership tangible assets 
and goodwill. No property appraisal is contemplated. 

The capital account of each partner, according to the records, may be 


summarized 

as follows: 





A 

B 

Jan 1, 193e 

Original investment 

1130,000 00 

$30,000 00 

Dpc 31, 1936 

Transfer of drawing areouiit 

9,384 26* 

8,563 19* 

Dec 31, 1936 

Profit and loss 

8,000 00 

8,000 00 

Jan 1, 1937 

Balances 

#28,615 74 

$29,436 81 

Dec 31, 1937 

Transfer of drawing aecouiit 

7,986 14* 

7,900 00* 

Dec 31, 1937 

Profit and loss 

8,750 00 

8,750 00 

Jan 1, 1938 

Balances 

#29,379 60 

#30,286 81 

Dec. 31, 1938 

Transfer of drawing aceount 

10,650 00* 

9,987 28* 

Dec. 31, 1938 

Profit and loss 

12,683 28 

12,683 29 

Jan 1, 1939 

Balances 

$31,412 88 

$32,982 82 

June 30, 1939 

Transfer of drawing account 

3,312 88* 

3,282 82* 

June 30, 1939 

Profit and loss 

7,400 00 

7,400 00 

June 30, 1939 

Balances. . . 

.. #35,500 00 

$37,100 00 


* Fi^irea followed by asterisk are debits 
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A condensed balance sheet of the partnership follows. 


A & B Laundry 
Balance sheet, June 30, 1939 


A^^seis 

Current. $ 33,000 

Plant and equipment—net. 146,600 

Total assets. $ 179,600 

lAahiliticfi 

Current. $ 2,000 

Equipment encumbranees. 95,000 

Notes payable—bank loans. 10,000 

Partnership capital. 72,600 

Total liabilities.$179,600 


A breakclnwn of ilio plant and (‘fiui])mt‘nt a(;ouunt discloses the 
following; 


Jan. 1,1936 Improviunents to leased property.$ 34,400 

(N ote; Lease dated Jan. 1, 1936, and expiri*s Jan. 1, 1 976. 

TiCasehold improvements agreed to have reasonablii life 
of 331 3 years.) 


Jan. 

1. 

1936 

Machinery purchases. . 

. 100,000 

June 30, 

1938 

Machinery purfdiiises. 

. 25,000 

Jfin. 

1, 

1936 

Autos and trucks purchased (5 used @ $400 each). 

. 2,000 

.bin. 

1, 

1937 

Used truck j)urch.ased. 

... 800 

June 30, 

1937 

Used truck purchasinl (s(‘e Ntde). 

. . . 125 

June 30, 

1938 

4 used trucks purchased (see Note). 

Total property—at cost. 

1 ,775 

. $164,100 

Dec. 31, 

1 936 

Depreciation. . ! 

$5,000 

Dec. 31, 

19.37 

Depreciation. . 

5,000 

Dee. 

31, 

1938 

Depreciation. . 

5,000 

June 30, 

1939 

Depreciation. . 

2,.500 

Total 

reserve 

‘ for depreciation. . . . 

17,500 


Plant and equipment—net. . 

(Note: One 1936 pui'chased truck traded in June 30, 
1937, and amount rej)reHents rash difference paid. Po\ir 
1936 purchased trucks traded in June 30, 1938, and 
amount represi‘iit.s casli difference paid. It is stated to 
be the general policy of the business to trade every two 
to three years.) 


$146,600 


Tn examining purchase contracts for heavy original machinery bought 
January 1, 1930, you find a clause containing a manufacturer’s guarantee 
of 25-yoar life, and it seems safe to assume that there is no probability of 
obsolescence. 

Depreciation rates claimed on income-tax returns and allowed are as 
follows: 
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Machinery 6% % 

Autos and truckh 20% 

You may assume that other assets and liabilities are correct as stated. 
Required: 

1. Schedule showing computation of f 2 ;oodwill using earning rate basis 
of 10 per cent. 

2. Balance sheet giving effect to same and showing net worth of each 
partner. 

3. Pertinent subsidiary schedules. 


Problem 51 

(American Institute of Accountants, November, 1049) 

P and 11 have been operating a business for several years as partners, 
during which time they have divided profits erpially. They need addi¬ 
tional capital to expand their business and have agreed to admit to the 
partnership as of January 1, 1 949, with a one-third interest in profits and 
in the capital, he to pay cash into the business as additional capital in an 
amount equal to one-half of the combined capital of the present two 
partners, redetermined as follows: 

The average partnership profits, after partners' salaries, for the past 
two years, are to be capitalized at the rate of 10% per annum, which will 
redetermine the aggregate capital of the two present partners. Before 
such capitalization of profits, the accounts are to be adjusted for errors 
and omissions. 

The business has not follo\\ed a strict accrual basis of accounting. As 
a result the folloviiig items have lieiai omittial from the books: 


Item 

Acerued expenses 
Prepaid e\pens[‘s 
Acerued meoiiii 


Balanee Balanee Balanee 

12/31/40 12/31/47 12/31/48 
113,201 $2,472 $4,360 

1,010 1,226 872 

— 250 475 


In addition, no provision has been made for loss on uncollectible 
accounts. It is agreed that a provision of $4,500 is needed as of Decem¬ 
ber 31, 1948, of which #(>00 is for 1947 accounts. Charge-offs have been 
made to expense in 194G of 1945 and prior accounts—$1,200; in 1947 of 
1946 accounts—$3,100, and of 1947 accounts—$400; in 1948 of 1947 
accounts—$2,280, and of 1948 accounts—$525. 

The inventory at December 31, 1948 contains some obsolete goods 
carried at cost of $4,300. A 20% write-down is to be made to reduce 
these items to their present value. 
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In 1947 and 1948, salaries of #3,000 for each partner were taken out of 
the business and charged to expense before determining profits. It has 
been agreed that the salaries should have been #4,000 each. 

The following financial data are available: 


Balance-sheet 
DECPmbrr 31, 1948 


Cash 

$ 7,000 

Accounts payable 

$ 43,200 

Accounts receivable 

42,500 

Notes payable 

25,000 

Notes receivable 

6,000 

Reserve for depreciation 

of 

Merchandise 

64,000 

fixtures. 

5,300 

Store fixtures 

12,400 

P capital . 

22,000 

Profit per books 
P capital 

II capital 

$131,000 

R capital 

l‘)46 1047 1948 

$ 8,364 $ 8,585 $10,497 
20,000 24,000 22,000 
25,000 33,000 36,400 

36,400 

35131,900 


You are to show Ihe computation of the amount that B will pay into 
the partnership, and prepare a balance-sheet as it would appear after 
adjustment for errors and omissions and after redetermination of capital 
accounts and receipt of B’s capital contribution as of January 1, 1949. 

Problem 62 

(American Institute of Accountants, May, 1940) 

Arnett, Jensen, Foltz, and White had formed a partnership on January 
1, 1937. The partnership agreement included the following provisions 
concerning the amounts of cash to be invested, division of profits, draw¬ 
ing accounts, etc.: 

Cash Profit Withdrawals pci month 



ivestment ratios 

1937 

1938 

1939 

Arnett 

35 9,000 

15% 

$150 

$200 

$ 250 

Jensen 

14,000 

30 

150 

200 

250 

Foltz 

15,000 

35 

150 

200 

300 

White 

10,000 

20 

150 

200 

250 

Together 

3548,000 

100% 

$600 

$800 

$1,050 


No interest was to be charged on excess drawings or allowed on balances 
in partners accounts. The agreement also included the following stipu¬ 
lation governing the withdrawal of partners: 

A partner, by giving at least six months’ notice, may withdraw at the 
end of any calendar year, and he shall then receive the balance of his 
capital plus his share of the goodwill, the latter to be determined by 
capitalizing, on the basis of an annual 10 per cent return, the excess of 
the average annual profit during the last two years over and above a 
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return of 10 per cent on the firm's capital at the beginning of the year 
of withdrawal.” 

On June 25, 1939, White gave notice of his intention to withdraw on 
December 31st of that year. 

On the latter date the following summary was prepared of the partners' 
capital accounts as shown on the books; 


Arnett Jensen Foltz White Together 

Investment. 5 9,000 «14,000 «15,000 «10,000 $48,000 

Profits 1937. 975 1,950 2,275 1,300 6,500 

Profits 1938. 1,241 2,628 2,263 1,168 7,300 

Profits 1939. 1,312 2,788 2,460 l,64j0 8,200 

Balance at Dec. 31, 1939. $12,528 $21,366 $21,998 $14,108 $70,000 


It was found that the partners’ drawings had been charged lo profit and 
loss and that the above capital accounts called for correction in other 
respects. Consideration was also to be given to the following: 

1. Additional provision for bad debts should have been made as follows: 


1937 . $ 750 

1938 . 452 

1939 . 1,498 

$2,700 


2. Depreciation was to be adjusted to more equitable rates, viz: 



Balances 

of accounts 


Fram e 

Sundry 


buildings 

equipment 

Decembnr 31, 1936. 

. ... $14,800 

13,900 

Dccembpr 31, 1937. 

.... 24,400 

4,800 

December 31, 1938. 

25,400 

5,200 

Dc[;em]>er 31, 1939. 

26,200 

6,200 

Annual rates taken. 

• - • ■ 3 % 

0% 

To be adiusted to. 

. ... 5% 

10% 


Additions during the year were depreciated at one-half the annual rate. 
2. An electric sign was purchased on July 1, 1938, at a cost of S600 
including expense of installation and was charged to profit and loss. 

4. On December 31, 1939, the supplies, fuel, etc., on hand were valued 
at #122, all expenditures of this nature having been written off when 
incurred. Assume that no adjustment for supplies, fuel, etc. on hand 
at the close of previous years is required. 

(a) . Determine the amount due to the withdrawing partner. 

(b) Show in schedule form a summary of the partners’ accounts after 
adjustment. Present supporting schedules. Also present support¬ 
ing schedules of adjustments to profits and depreciation. 
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Problem 63 


(American Institute of Accountants, May, 1948) 

From the information below, prepare: 

1. Columnar worksheet reflecting the transactions and assumptions set 
forth beloAV, for the two-year period from January 1, 194G through 
December 31, 1947. 

2. A comparative balance-sheet of the partnership as of January 1 and 
December 31, 1910 and as of December 31, 1947. 


The trial balance of AB, a partnership, was as follows on January 1, 1940: 


Cash. 

Accounts rpi‘civ able 
Notes rereival)le 
Mcrrliaiiiiisc invent ones 

Land 

Buildings and oquipineiit—less iesei\e fnr ihqircM-iiitinn 

Investments—at cost 

Prepaid insuranee 

OlTiee supplies 

Bank loans 

Aeeniints payable 

Accrued taxes 

I'^irst mortgage long-term notes 
Ciipital accounts' 

B 


Debit Credit 
I 70,000 
50,000 
40,000 
35,000 
85,000 
15,000 
35,000 
4,500 
3,000 

$ 45,000 
00,000 
2,500 
55,000 

100 000 
75,000 
1337 500 1337,500 


Profits and losses were lo be shared equally by A and B 
As of December 31, 1910, C" pui chased for $125,000 in cash from part¬ 
ners A and B a third interest in the partnership; each partner agreed to 
transfer jj of his individual capital account to C. Prior to C"'s admis¬ 
sion, it was decided that a valuation reserve of $5,000 should be provided 
with respect to the investments; that a reserve for bad debts should be 
eslablisheil in the amount of $10,000; and that the valuation of buildings 
and equipment should be reduced to $11,000. Profit sharing by C com¬ 
menced on January 1, 1917. 

As of December 31, 1947, D was admitted to the partnership and con¬ 
tributed the following assets from a business previously operated by him 
as a sole proprietor: 


Cash 

AccDiints receivable 
Investments 


$80,000 

70,000 

10,000 



PARTNERSHIPS—CHANGE IN INTEREST 


97 


The following liabilities incurred by D in his previous business were 
assumed by the new partnership: 


Accounta payable. 9F20,000 

Bank 1 Dana. 30,000 


As an inducement to merge his enterprise with the ABC partnership, 
D was allowed goodwill of $25,000. Profits were to be shared equally by 
A, B, C, and D in the new firm, commencing January 1, 1948. 

Additional date to be used in the solution of this problem are as follows: 

Year ended December 31 



11)40 

1947 

Profit of the firm. 

Drawings: 

.... $19,000 

*27,000 

A. 

. ... 10,000 

7,500 

B. 

. ... 7,000 

6,000 

C. 

_ — 

14,000 


For the purposes of simplicity, it is assumed tlial profits for each year 
were realized in cash and that the balance-sheet of the firm on January 1, 
194G did not change during the two-year period, except as indicated in 
the terms of this problem. 


Problem 64 

(American Institute of Accountants, May, 1941) 

Prepare a comprehensive work sheet showing in columnar form the 
partnership's assets and liabilities after all transactions have been com¬ 
pleted. Assume that all transactions are carried through as of January 
1, 1941. 

On December 31, 1940, the general ledger balances of the Sioux City 
Printing C'ompany stand as follows: 


Dr. 

C^ash . 

. $ 500 

Cr. 

Accounts payable. 

... $ 11,000 

Rioiix City Bank. 

.... 10,000 

Notes payable. 

20,000 

Accounts rpcpival)l(!. 

15,500 

Mortgage payable. 

25,000 

Supplies. 

30,000 

Preferred stock. 

25,000 

Land. 

. 20,000 

Common stock. 

50,000 

Bud dings—t V^st 

40,000 

Surplus. 

. .. 25,000 

Equipment—Cost. 

. ... 60,000 

Buildings—Reserve for 

de- 

Goodwill . . 

10,000 

predation. 

... 5,000 


$186,000 

Equipment—Reserve for 
preciation. 

de- 

25,000 

$186,000 
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C.P.A. PROBLEMS AND QUESTIONS 


The common stock of the company (1,000 shares, stated and paid-in 
value per share S50) is owned by A. B. Pack and C. D. Pack (500 shares 
each). The preferred stock (250 shares, par jflOO) is owned as follows: 
E. F. Pack, 100 shares; R. A. Phillips, 100 shares; S. T. Pickens, 25 shares; 
R. Greenberg, 25 shares. This stock is a $6.00 cumulative issue, and 
dividends have been declared and paid in full. The mortgage carries a 
rate of 5 per cent and is held by E. F. Pack. Interest has been paid in 
full to date. The company notes represent a seasonal borrowing at Sioux 
City Bank, made December 31, 1939. 

Influenced particularly by the high level of corporate taxes the directors 
of the company have for some time been giving consideration to the 
possibility of dissolving the corporation and continuing in business as a 
partnership. As of January 1, 1941, this plan is carried into effect and 
a partnership is formed under the same name as that of the present com¬ 
pany by A. B. Pack, C. D. Pack, and E. F. Pack, equal partners. 

The reorganization will proceed as follows: 

(1) Bad debts are written off in the amount of $4,000 and in addition 
$1,000 is provided as a reserve against doubtful accounts. 

(2) The land is taken over at the estimated fair market value of $22,000. 

(3) The corporation borrows $4,000 in cash from each member of the 
firm for 30 days, giving the company's note in each case at 6 per cent. 

(4) The corporation redeems the preferred stock holdings of Phillips, 
Pickens, and Greenberg at the call price of $110 per share. 

(5) A. B. Pack and C. D. Pack assign their stock holdings to the firm; 
E. F. Pack transfers his holding of preferred stock and the mortgage 
on corporate real estate to the firm. The firm places a value of 
$11,000 on the preferred shares and $72,000 on the common shares. 

(6) The firm buys all the assets and business of the corporation at the 
adjusted book values. 

(7) The firm pays by assuming all corporate obligations as shown by the 
company’s books and by delivering the outstanding stock certificates, 
the mortgage, and the partners’ notes. 

(8) The partners’ notes are canceled, their amounts being treated as con¬ 
tributed firm capital. 

(9) The corporation is dissolved. 



SECTION VTI 


PARTNERSHIPS—LIQUIDATION 
Problem 55 

(New York, November, 1945) 

Prepare a balance sheet and schedule of cash distributions. A partner¬ 
ship comprised of A, B, and C has decided to liquidate its business because 
of declining profits. The partners ask you to prepare a balance sheet of 
the partnership at December 31, 1944, and to devise a schedule showing 
the proper distribution of the available cash. The following facts are 
submitted; 

The partnership agreement calls for the distribution of profits as 


follows: 

A. 20% 

B. 40% 

C. 40% 


A, as manager, is entitled to an annual salary of $10,000, plus 20 per 
cent of the profits before interest allowances but after the salary deduc¬ 
tion. The bonus has not yet been entered on the books. Interest at the 
rate of 6 per cent per annum is to be allowed on average invested capital 
during the year 1944, without regard, however, to the current year’s 
profits or losses. None of the partners has private resources that may 
be drawn on in the event of a deficiency. 

A trial balance of the company’s books at December 31, 1944, follows: 

Debits Credits 


Cash. ■_ $ 325,000 

Accounts receivable (considered collectible). 175,000 

Inventory, December 31, 1944. 55,000 

Land and building—less reserve. 425,000 

Machinery and equipment—less reserve. 150,000 

Accounts payable. ® 30,000 

6% mortgage on land and building, maturing August 1, 1945 

—interest paid to January 1, 1945. 100,000 

A—salary account. 5,000 

B—loan (interest paid in full to January 1, 1945). 20,000 

B—Withdrawals. 10,000 

C—Withdrawals. 35,000 

A—Capital. 270,000 
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C.P.A. PROBLEMS AND QUESTIONS 


B—Capital. 

C—Capital. 

Sales. 

Cost of sales. . . . 
Partner’s salary 
Other expenses. 
Totals. . 


Debits Credits 

$ 375,000 
325,000 
1,500,000 

$ 1,250,000 
10,000 
190,000 

S2,025,000 *2,025,000 


The partnera accepted the plan of distribution presented by you and, 
on January 10, 1945, made the distribution called for by your statement. 
A was appointed to take charge of liquidating the business at an annual 
salary of $6,000. You are requested to make up distribution statements 
for each three months until the business is liquidated, so that the receipts 
may be disbursed promptly. 

The liquidation of the business by A resulted in the following cash 
collections for two three-month periods: 


On iu;f!Glints rrcrivabli*: 

January 1-March 31 *50,000 

April 1 ■“ June 30. 50,000 

Machinery and equipment sgIcI, at heuk value: 

January 1-March 31. 35,000 

April 1-June 30. 25,000 


On March 1, 1945, B offers lo purchase the land and building at a 
valuation of $350,000 and to assume the mortgage and the interest pay¬ 
ments thereon. A and C' immediatrdy accept the offer. Because of the 
probability of a defiwt in B’s remainder interest, B on the same date gave 
to the parLnersliip a $30,000 second mortgage on the land and building 
in complete and final settlement of his account. 

On March 20, 1945, as a separate transaction, A agreed with C to 
accept the junior mortgage as a distribution to his account at a discount 
of 20 per cent. 

The entire inventoiy was sold for cash on March 25, 1945, at book 
value. 

From the above information, prepare the statements asked for by the 
partners, giving effect to the above transactions and to the quarterly 
distributions. The final distribution was made on June 30, 1945, the 
assets remaining unliquidated at that time having no value. 


Problem 56 

(American Institute of Accountants, NovemVier, 1947) 

Arnold, Bates and Cass, a co-partnership, after many years of success¬ 
ful operation as wholesalers, encountered a period of losses, as a result 
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of which the partners agreed to dissolve the partnership and liquidate 
the business. 

Giving consideration to the information below, prepare 

(a) a statement to show the amount of cash available for distribution 
to the partners at September 30, 1947, after reserving the full 
amount estimated to be required to complete the liquidation; 

(b) a statement to show how the cash available at September 30, 1947, 
should be distributed to the partners; 

(c) a balance-sheet of the partnership, after giving effect to such 
distribution. 

(Disregard any adjustments of piepaid or accrued items, except as 
indicated ) 


At June 30, 1947, the firm’s balance-sheet showed assets, liabilities and 
net worth as follows: 


.4 ssrfs 


Cas}i 


% 52,000 

Afcuunts rpcrivdl)li 

$106,000 


Less reserve fui bcid rlt hi 

4,600 

101,400 

Notes reeeivable 


5,600 

Aeriueil interest on nuivabli 


100 

Merchandise, at cost 


163,000 

Prepaid expenses 


2 000 

Cash surrender valiu oJ lib insiiiaiui 


12,000 

Building site, at cost 


5,000 

Building, at cost 

HI 80,000 


Less reserve foi dipii nation 

26,000 

54,000 

Furniture and equipmint, at lo t 

$ 37,000 


Less rescive for depii nation 

15,000 

22,000 

Goodwill 


50,000 

Total assets 


$467 100 

h^iibihUeis 



Notes payable to bank 

% 30,000 


Accounts payable 

47,000 


Accrued liabilities 

5,500 


5% mortgage on building and land 

25,000 


Total liabilities 


$107,500 

Partners’ loans' 



Arnold 

$ 30,000 


Bates 

30,000 

60,000 

Net Worth 



Partners' capital ... 


299,600 

Total liabilities and net worth 


#467,100 
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C.P.A. PROBLEMS AND QUESTIONS 


The net worth of $299,600 consisted of the following amounts: 


Debits Credits 

Arnold, —Capital, balance 1/1/47. S217,0(K) 

Arnold, —Drawing, net debits, six months ended 6/30/47. $12,380 

Bates, —Capital, balance 1/1/47. 131,000 

Bates, —Drawing, net debits, six months, ended 6/30/47. 2,300 

Cass, —C^apital, balance 1/1/47. 22,300 

Cass, —Drawing, net debits, six months ended 6/30/47. 5,239 

Profit and Loss, —net loss for six months ended 6/30/47, before 

allocation of partners’ salaries, interest on investment, etc. 50,781 


The partnership agreement provided that annual salaries be credited 
to the partners as follows: 

Arnold. $ 5,000 

Bates. 12,000 

Cass. 25,000 

In addition, interest at the annual rate of six percent Avas to be credited 
to each partner on the basis of his capital account balance at the beginning 
of the year. After complying with the foregoing provisions for partners^ 
salaries and interest on partnership capital, the resultant profit or loss 
was to be distributed equally among the partners. 

The firm discontinued operations on June 30, 1947. No credit to 
partners^ accounts for interest on their investments nor for salaries were 
to be applied after this date. It was agreed, hoAvever, that Cass should 
dispose of the assets as rapidly as possible and be paid the sum of $10,000 
from the proceeds for his services as liquidator. 

On September 30, 1947, Cass reported collections as follows: 


Accounts receivable. $ 78,000 

Notes reccivabl e. 2,500 

Interest accrued on notes receivable. 50 

Merchandise sales. 96,000 


$176,j 5 0 

The cost of the merchandise sold Avas $108,000. Expenses of liquida¬ 
tion, including $5,000 of the compensation to be alloAved Cass, amounted 
to $28,000. Arnold and Bates agreed to assume the responsibility for 
carrying the life insurance policies on their respective lives. Beneficiaries 
were consequently changed and the cash surrender values charged against 
the partners as follows: 


Arnold 
Bates.. 


$6,000 

5,000 
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The cash surrender value of ®1,000 on the policy on Cass' life was 
realized in cash. 

Arnold’s offer to purchase the building and site for 5550,000 and to 
assume the mortgage of $25,000 and accrued interest thereon in the 
amount of $500, was accepted by the other partners. 

Cass also reported that by September 30, 1947, he had paid all accounts 
payable and accrued liabilities and had settled the firm’s obligation to the 
bank for $29,850, an allowance having been made for the unused portion 
of the discount, included in prepaid expenses. It is estimated that in 
addition to the $5,000 yet to be paid to Cass for his services in liquidating 
the business $5,000 wiU be required for other expenses of liquidation. 

Problem 67 

(American Institute of Accountants, November, 1943) 

Prepare the following statements; 

(a) Cash settlement between partners. 

(b) Taxable profit or deductible loss of partners. 

(c) Tax basis to purchasers of assets bought December 31, 1942. 

A and B, equal co-partners for many years, entered into a dissolution 
agreement whereby, on December 31, 1942, the partnership assets, the 
cost of which are set forth in the following trial balance, were to be dis¬ 
tributed to the respective partners. The several assets were valued and 
identified by unit numbers, and each partner assumed any obligations 
pertaining to the units acquired by him. 

Each partner received a distribution in cash of one-half of the amount 
paid by the other and a distribution in kind of one-half of the assets 
acquired by himself. 

The assets acquired by each and the assigned values were as follows: 


AcquirL'd by A: 


Unit 1. 

.. $14,500 

3. 

700 

“ 4. 

2,500 

" 7. 

Acquired by 15; 

3,200 

$20,000 

Unit 2. 

. . #13,000 

“ 5. 

8,000 

“ 6. 

0,200 

“ 8. 

8,200 

#35,400 
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C.P.A. PROBLEMS AND QUESTIONS 


Trial Balance 


Accounts receivable. (Unit 1) 

Notes receivable. ( “ 2) 

Mortgage receivable, including interest. ( " 3) 

Grand Block. . ( " 4) 

Park Building. ( " 5) 

Artesian Square Building. ( 6) 

Millard Building. . ( ‘‘7) 

Ponce Subdivision. ( “ 8) 

Reserve for uncollectible accounts. 


Reserve for unearned discounts on noU*s. 

Accrued taxi;s—Grand Block. 

Accrued taxes—Park Building. 

Accrued taxes—Artesian Square Building 

Accrued taxes—Millard Building. 

Accrued taxes—Ponce Subdivision. 

Mortgage payable—Ponce Subdivision. . . 
Ace.rued interest (on mortgage). 

A, Capital account. 

B, Capital account. 


$104,000 

14,000 

2,014 

6,000 

14,000 

8,000 

5,700 

24,000 

$104,000 
1,400 
1,480 
3,200 
800 
1,050 
8,000 
10,000 
GOO 
23,502 
23,50 2 
$178,614 $178,614 


Problem 68 

(Ohio, May, 1943) 

A, B, and C, doing l)usiness as The Trucking Company, dissolved part¬ 
nership January 1, 1942, Avhon A and B purchased C\s entire interest for 
the sum of one-fourth of the book value of trucks as per the books of 
account on that date. It was agreed that any adjustment of this book 
value by the Commissioner of Internal Keviuiue would be adjusted also 
between the three partners as per their original investments, which had 
been the basis for sharing profits and losses. A and B used partnership 
cash to pay 50 per cent of the tidal payment to C, and the remaining 50 
per cent they paid in equal amounts from their personal funds. 

A and B, doing business as The Neiv^ Trucking Company, operated as 
equal partners for nine months to September 30, 1942, and then divided 
all assets equally Avith the exception that in the division of trucks and 
cash A accepted at cost value $20,000 more in trucks and the difference 
Avas adjusted in the division of cash on the basis of depreciated values. 
The agreement as to any adjustment of book values by the Commissioner 
of Internal Revenue Avas also made in the same manner as betAveen A and 
B Avith C on January 1, 1942. 

A, doing business as The Renewed Trucking Company, operated alone 
until December 31, 1942, Avhen he agreed to sell all his trucks to a large 
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concern for 125 per cent of book value as per the Commissioner of Internal 
llevenue^s report. The sale was to be made 20 per cent in cash January 
1, 1943, and the balance in three equal annual installments thereafter. 

The report of the Commissioner of Internal Revenue shows the use of a 
five-year life after 5 per cent salvage value for the trucks and the 1941 
profits adjusted accordingly. The accounts therefore arc to be reconciled 
with the report for 1941 and 1942. 

The profits shown on the trial balances for each period are after provid¬ 
ing truck depreciation on a four-year life basis without any salvage value. 
No closing adjustments other than for cash paid out for retirement of C 
on January 1, 1942, have been made to the accounts. To facilitate the 
retroactive adjustments made necessary by revision of depreciation, the 
figures from the individual statements of A and B are combined as of 
December 31, 1942. For the purposes of the problem you are to assume 
that the assets and liabilities of both A and B, other than cash and trucks, 
are equal and their individual net worths after depreciation adjustments 
December 31 are equal, except for the differenci‘S shown in their drawing 
accounts. 

A estimates that his proprietorship liquidation as of January 1, 1913, 
after sale of trucks, will be accomplished as follows: for accounts receiv¬ 
able, 90 per cent collectible in cash; supplies, 80 per cent in cash; and 
deferred assets, #3,000 in cash. 


Cahh 

(A and B 
eoinbined) 

January September December 
1, 1942 30, 1942 31, 1942 

$ 45,000 $ 43,750 I 31,000 

Accounts r(M‘rival)k‘ 

05,000 

00,000 

50,000 

Inventory—supplies 

4,000 

5,000 

6,000 

Trucks (carrier opeiatiiiK) 

280,000 

280,000 

280,000 

Deferred—licenses, insuiancc, etc 

6,000 

7,000 

8,000 

Equipment notes,. 

50,000 

30,000 

10,000 

Accounts payabk' 

25,000 

20,000 

22,500 

Accrued wages, taxes, etc 

10,000 

12,000 

15,000 

lleserve for depreciation 

70,000 

122,500 

140,000 

Investment: 

A 

100,000 

100,000 

100,000 

B 

100,000 

100,000 

100,000 

C 

75,000 

75,000 

75,000 

Drawing account: 

A 

10,000 

IN 

CO 

IN 

30,000 

B 

5,000 

23,125 

20,000 

C 

15,000 

67,500 

67,500 

Net profit [) months ended S(*pti‘mber 30, 1942 
Net profit 3 months ended December 31, 1942 


50,000 

30,000 
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CJ^.A. PROBLEMS AND QUESTIONS 


You are to prepare: 

Adjustments for accounts as of September 30, 1942, and December 31, 
1942. 

Statement of A’s financial position after giving effect to proprietorship 
liquidation. 

Working papers showing the result of adjustments between partners. 

Problem 69 

(Ohio, May, 1940) 

A partnership in which A, B, and C are to share equally in the profits 
was organized January 1, 1937, to engage in the manufacture of a patented 
product. 

A contributed 850,000 in cash for his interest, B contributed his valu¬ 
able services, and C assigned to the firm U.S. Patent 23701-B, having 10 
years of unexpired life and covering the article to be manufactured. It 
was agreed that for each unit sold 2)^ per cent of the selling price would 
be applied as a credit to C’s capital account until a maximum of 850,000 
had been so credited and that, in case the business should be liquidated 
before such maximum credit should be reached, any remaining equity in 
the letters patent would become the property of C. 

At the end of the first yearns operation, C, with the consent of his asso¬ 
ciates, sold his partnership interest and rights to D for 835,000. 

At the end of the second year, it was agreed that, in consideration of 
D^s then investing an additional 830,000, his share of the profits should 
thereafter be increased to 50 per cent. 

At the end of the third year, after 300,000 units having been produced 
at a uniform cost throughout the period, it was decided to terminate the 
partnership and sell all assets, and you have been called in to prepare 
statements shoAving (1) the result of operations, (2) the allocation of 
liquidating distributions, and (3) the detailed account of each partner 
throughout the enterprise. Statements 1 and 3 should be in columnar 
form so that all information may be reflected in single schedules. 

Trial balances taken from the books of the partnership showed the 
following: 
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Debits 


December 31 



Rental of plant 

b 000 

$ 12,000 $ 18,000 

Cash 

16,100 

19,300 

68,000 

Accounts receivable 

68,000 

84,000 

77,000 

Purchases 

75,000 

155,000 

185,000 

Power 

14,000 

32,000 

44,000 

Selling expense 

17,000 

35 000 

45,000 

Labor 

45,000 

101,000 

137,000 

Administrative expense 

35,000 

70,000 

117,000 

Loan to partner B 



25,000 

Land 


5,000 

15,000 

Totals 

$276,100 

$513,300 $731 000 

Credits 




Sales—$2 a unit 

$120,000 $348,000 

$548,000 

Capital paid-in 

50,000 

80,000 

80,000 

Notes payable to partner \ 



45,000 

Royalties earned 

100 

9,300 

16,000 

Accounts payable 

100,000 

76,000 

42,000 

Totals 

$27()ToO 

1513,300 1731,000 


All accounts payable uoic paid on January 10, 1940, and you are to 
give effect to distribution of the lemaiiung cash on that date and to 
amounts subsequently realized from remaining assets on the dates indi¬ 
cated below: 


Aim Diints rrcpivablt' 

Inventory—dll finislud produrt 
Land 

Patent—U S 23761-B 


$70,000—January 20 
40,000—F ebniary 1 
20,000—I ebruary 15 
25,000—March 1 


You should consider that B is unable to pay his indebtedness to the 
firm and also allow $2,000 for expenses of liquidation 



SECTION VIII 

PARTNERSHIPS—SALE OR CONVERSION TO A CORPORATION 


Problem 60 

(WiscoiiMn, November, 1939) 

WiiiiE, Brown, & Bialk 


Trial balaiKi brfoip rlosing, OLlober 31, 

1939 



Debits 

Credits 

Cash on hand and in bank 

$ 25,000 


Accounts receivable 

75,000 


Inventories January 1, 

Raw material 

40,000 


Goods m process 

30,000 


Finished goods 

60,000 


Land 

20,000 


Buildings 

150,000 


Reserve for depreciation— buildings 

$ 

45,000 

Machinery and equipment 

45,000 


Reserve for depieciation—nniLliuiery and LquipiiiLiil 


9,000 

Ofliee furniture and hxtures 

2,700 


The West Co first-mortgage 5% bonds due May 5, 1047 
Interest payable semi-aniiually 

50,000 


Accounts payable 


50,000 

Reserve fi^r taxes 


b,000 

First-mortgage 5% bonds due Isovember 1, 1^144 


50,000 

White—capital 


100,000 

Brown—capital 


75,000 

Black—capital 


50,000 

Advertising 

5,000 


Diiect laboi 

240,000 


Office expense 

4 000 


Office salaries 

11 000 


Indirect labor 

50,000 


Insurance 

2,000 


Partncis’ drawings. 

White 

10,000 


Brown 

7,000 


Black 

4,000 


Light, heat, and power 

6 700 


Purchases 

170,000 


Repairs and factory mamtenanci 

4,300 


Salesmen’s salaries 

25,000 
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Salesmen’s expenses 

Sales. 

Taxes. 

Interest expense... . 
Interest innome. . . . 
Totals. 


Debits Credits 
^ 20,300 

$ 675,000 

3,000 

1,250 

1 ,250 

.1i;i,061,250 SI ,061 ,250 


White, Brown, & Black is a partnership enjira^ed in the manufacture 
of electrical equipment. 

It was decided by the partners that they would incorporate the business 
as of November 1, 1939. 

The following data have been made available: 

Depreciation on buildings is at the rate of 3 per cent per annum. 

Depreciation on machinery and ecpiipment is at the rate of 0 per cent 
per annum. 

Depreciation of furniture and fixtures is at the rate of 10 per cent per 
annum on diminishing value. 

Interest on bonds of both The West Co. and the partnership is payable 
semi-annually. 

The profit-and-loss ratio of the partners is: 


White. 

. 50% 

Brown. 

. 30% 

Black. 

. 20% 


The new corporation, to be known as the White Electric Ck)mpany, is 
to be incorporated for $150,000, consisting of 1,500 shares at par value of 
$100 each. The three partners agreed to suijscribe for the full capital 
stock of the corporation in their profit-an d-loss ratio, and the subscrip¬ 
tions are to be charged to their respective capital accounts. 

You are called in as an auditor to close the books of the partnership. 

Your examination disclose.s that a check had been issued on October 31, 
1939, for the payment of the interest on the first-mortgage bonds due on 
November 1, 1939, and payable to the trustee of the bond issue but not 
recorded. You are instructed to include this payment in your closing 
figures. 

The following additional facts are given: 

Inventories, October 31, 1939; 


Raw material. $20,000 

Goods in process. 15,000 

Finished goods. 40,000 
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C.PA. PROBLEMS AND QUESTIONS 


The insurance paid is for one year and expires on February 1, 1940. 
You are instructed to transfer the following assets from the partnership 


to the corporation: 

Cash. $ 23,750 

Accounts receivable. 34,000 

Inventories. 75,000 

Land. 20,000 

Buildings. 81,000 

Machinery. 20,000 

Furniture and fixtures. 1,750 

Unexpircd insurance. 500 

Total. 1250,000 


The new corporation assumed all the liabilities of the partnership except 
the remaining capital of the partners. 

Machinery and equipment accepted by the corporation were appraised 
at 3520,000. The machinery not accepted was retained by the partner¬ 
ship and later sold. 

On February 2, 1940, the partners ordered the first distribution of 
cash realized from assets remaining in the partnership at the time of 


incorporation. 

Cash was realized as follows: 

Accounts receivable. 525,000 

Machinery. 5,750 


The balance in the machinery account was wuitten off as a loss. 

On February 1, 1940, 125,000 par value of The West Co. bonds was 
sold at IOC) and accrued interest. 

The balances remaining in the building account and the furniture and 
fixtures Account were written off by the partners as a loss. 

The second and final distribution was made on May 2, 1940. 

Realization Avas as follows: 

On May 1, 1940 the remaining $25,000 of bonds of The West Co. was 
sold at 104 and accrued interest. 

Accounts receivable yielded $5,000, and the balance was written off as 
a loss. 

Required: 

1. A profit and loss statement of the partnership showing cost of manu¬ 
facturing and selling. 

2. An analysis of the partners^ accounts from the closing of the partner¬ 
ship books on October 31, 1939, to and including the final distribu¬ 
tion on May 2, 1940. 

3. Journal entries shoAving: 

a. Adjustments incidental to closing books on October 31, 1939. 
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b. Transfer of assets and liabilities to the corporation on the books 
of the partnership. 

c. Opening entries on the books of the corporation. 

4. Dissolution of the partnership showing: 

a. Journal entries February 2, 1940. 

b. Journal entries May 2, 1940. 

Submit working papers. 

Problem 61 

(Ohio, October, 1939) 

A, B, and C purchased jointly as of June 30, 1938, all the assets, except¬ 
ing cash, held by the receiver of the X Corporation for $450,000 cash. 
They then operated the business as copartners for the period from July 1, 
1938, until December 31, 1938, when the M Corporation was organized 
and the remaining assets sold to it for stock under the following plan; 
Each partner is to subscribe to ah equal share of no-par stock with a 
stated value of $10 per share up to the amount of the partnership net 
worth of A as of December 31, 1938. Any difference after credit for 
assets transferred is to be paid to the M Corporation in cash by the other 
partners. 

The receiver of the X Corporation paid all his payables and preferred 
creditors in full and then distributed the remaining cash balance between 
unsecured creditors. 

A, B, and C invested equally the amount used to purchase the assets 
of the X Corporation and agreed to divide equally any profit from the 
liquidation of these assets; however, their agreement as to profits from 
operations for the period of six months ended December 31, 1938, was 
A and B two-fifths each and C one-fifth. B withdrew $32,000 in cash 
as of September 30, 1938, which was considered as a loan, and interest at 
5 per cent per annum was charged against his account. 

Transactions in liquidation of assets purchased and partnership opera¬ 
tions during the period from July 1 to December 31, 1938, were as follows: 

1. Collected $80,000 net cash on accounts receivable purchased June 
30, 1938. 

The balance of the purchased accounts were valued at $20,000 when 
transferred to the M Corporation on December 31, 1938. 

2. Inventory purchased June 30, 1938, was used during the period to 
December 31, 1938, and charged to cost of sales at current market 
to the total amount of $180,000. 

Materials purchased during the period amounted to $120,000. 

Of this amount 75 per cent was charged to cost of sales. 
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Labor cost for the period was $150,000. 

Manufacturing expense for the period was $150,000. 

Selling and administrative expense for the period was $30,000, of 
which 20 per cent was cost of liquidating the assets purchased June 
30, 1938. 

The records show that 80 per cent of goods manufactured was sold 
during the period. 

There were no opening or closing inventories of work in process. 
The closing inventories of materials and finished goods were trans¬ 
ferred to the M Corporation on December 31, 1938, at book values. 

3. Sales for the period were $528,000, and 90 per cent of this amount 
was collected in cash to December 31, 1938. 

4. During the six-month period to December 31, 1938, the following 
improvements were made and paid for in cash: 

Buildings $20,000, equipment $10,000. 

Depreciation to be charged to operations for the period was as follows: 

Annual rate, Additions, 
por cont per cent 

Buildings. 5 24^ 

I^quipment. 10 5 

The fixed assets were transferred to the M Corporation at the following 
prices: 

Land.$ 75,000 

Buildings. 150,000 

l]quipinont. 120,000 


Balance slicot of Bcccivcr of X (-orporatinn, June 30, 1038 

A ss f Liahil it i 

Oa^h. S 20,000 

Accounts rcccivaljlc—customers. 120,000 

Inventories—book value. 200,000 

Plant; 

Land. 100,000 

Buildings. 400,000 

Equipment. 300,000 

llcstTve for depn'ciation: 

Buildings. $ 100,000 

l^kiuipmcnt. 120,000 

A cc Dll n ts p ayab 1 e: 

Preferred creditors. 250,000 

Unsecured claims. 410,000 

Receivers fees. 10,000 

Receivers expenses. 2,000 

Capital stock outstanding. 500,000 

Deficit. 258,000 

Totals. 11,458,000 ®1,458,000 
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You are to prepare the following finished papers: 

Statement of profit and loss for six months ended December 31, 1938. 

Statement of partners^ accounts. 

Balance sheet of the M Corporation. 

Statement as to what basis the M Corporation must use for deprecia¬ 
tion for income-tax purpose thereafter. 

Problem 62 

(Ohio, October, 1945) 

From the information submitted prepare a balance sheet of the New 
Corporation after purchase of assets from A and B, Avitli statements and 
journal entries to explain properly the results of the plan adopted as of 
September 30, 1945. 

Partners A and B, having established an unusually profitable business, 
desire to complete a plan whereby their interests can be distributed to 
their heirs and at the same time permit valued associates of the partner¬ 
ship an opportunity to become shareholders in a new corporation organ¬ 
ized for this purpose. 

Under the plan, A and B agree to sell the assets of their partnership to 
the New Corporation as follo\\s: 

Accounts receivable—95 per cent of book value. 

Inventories—at value of $170,000. 

Land—at appraised value of $35,000. 

Buildings and ecpiipment—at book value. 

Office furniture and eciuii)ment—at book value. 

Plant and equipment under certificates of necessity—at agreed value 
of $30,000 (var contracts haling been fully completed and ter¬ 
minated certificate of nonnecessity has l)een granted). 

Deferred—at present value of $12,500. 

Patents—at value of $250,000 i\ith mortgage on plani: assets as col¬ 
lateral on a 10-year installment payment plan to partnership, the 
profit to be divided, however, on the basis of 80 per cent to A and 20 
per cent to B. 

The authorized stock of the New Corporation is $750,000, which for 
purposes of the transaction is to be valued at $10 per share. The asso¬ 
ciates have subscribed to 50 per cent of the total amount to be issued, 
agreeing to pay cash amounting to $250,000 and to sign stock certificates 
for the balance, d'he partners will accept for their assets, with the excep¬ 
tion only of the patents, a similar number of shares as the associates and 
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a note at 3 per cent interest for any excess value above the stock issue if 
it be necessary. 

The partners further desire these shares of stock issued on the follow¬ 
ing basis: 

A. Sufficient value in equal parts to separate trusts for his wife and 
three children, not to exceed gift tax exemption and exclusions for 
1945 (no taxable gifts have been made at any previous time). The 
remaining shares to be divided 50 per cent to his wife outright and 
the balance in his own name. 

B 90 per cent of his shares to be issued to his wife and the balance in 
his own name. 

Following the sale of assets to the new corporation, the partners have 
agreed to accept and record in their own partnership accounts a proposed 
assessment of additional taxes individually, based upon an adjustment 
reducing accelerated depreciation on buildings and equipment for fiscal 
year 1944 by $15,000 and a possible refund of excessive profits through 
renegotiation for the same year, of $50,000. 

A AND B PARTNrRSHIP 
September 30, P)45 

Cash 

Accounts recciviil)le 
Inventories 
Land 
Buildings 
Plant equipment 
Office furpitun and fixtiiris 
Plant equipment under certifiiatc of neressity 
Deferred 
Patents 

Current liabilities 
Capital account 
A 
B 

Drawing account 

A 
B 

Ileservp for depreciation—buildings and equipment 
Reserve for dcprCLiatioii—office furniture and fixtures 
Amortization under certificates of necessity 
Totals 


Debits Credits 
S 65,000 
170,000 
155,000 
28,500 

82.400 
174,600 

18 000 
60,000 

12.400 
17,600 

$ 63,000 

150,000 

100,000 

205,700 

153,800 

70,000 

6,000 

_ 36,000 

$783,500 $^3,500 


The partners have agreed that the gain or loss from the sale of the 
assets other than the patents shall be divided between them on the basis 
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of 60 p6r cent to A and 40 per cent to B, in spite of the fact that profits for 
several years past have been divided on the basis of 75 per cent to A and 
25 per cent to B. They have also agreed that after the sale the partner¬ 
ship capital will be established upon an 80 per cent to A and 20 per cent 
to B division, the adjustment to be made through the distribution between 
them of the note receivable due from the New Corporation. 

Problem 63 

(Wisconsin, November, 1942) 

The ABC Radio Company was a partnership engaged in the manufac¬ 
ture of radios. Because of the war they Avere forced to discontinue their 
radio business, but they had an opportunity to remain in business if they 
would manufacture war goods. This they agreed to do but decided to 
discontinue as a partnership and incorporate before converting their 
plant to war work. 

In accord with this decision, the partnership was discontinued on 
October 31, 1942, and the new corporation received its charter on Novem¬ 
ber 1, 1942. 

Required: 

1. Profit and loss statement of the partnership for the 10 months ended 
October 31, 1942. 

2. Balance sheet of the partnership as at October 31, 1942, before the 
transfer of certain assets to the neAv corporation. 

3. The partnership was liquidated in three installments, viz.: 

a. November 1, 1942. 

b. December 2, 1942. 

c. December 30, 1942, final. 

Prepare a statement of the partners' accounts, showing the cash 
distributed and the balances after each distribution. 

4. Give journal entries adjusting books of the partnership and closing 
entries transferring assets and liabilities to the corporation. Show 
distribution of stock to each partner on the basis of $100 par value 
per share. 

5. Submit working papers. 

The following data are given: 

Trial balance of the partnership books as of October 31, 1942, before 
adjustments for monthly accruals. 

Jones, Smith, and White are the names of the partners, and their 
profit-and-loss ratio is 50, 30, and 20 per cent, respectively. 
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Depreciation has been accrued to September 30, 1942. The rates are: 


Buildings. 2 % per annum 

Machinery and equipment. 10% per annum 

Furniture and fixtures. 10% per annum 


Social security taxes for the quarter ended September 30, 1942, have 
been paid. The social security tax payable is the employees^ con¬ 
tributions for taxes on wages and salaries received in October. 

All wages and salaries have been paid. Adjustment will have to be 
made for the employer's tax accrued to October 31, 1942. No 
salaries have been paid in Eixeess of $3,000. An equal amount was 
paid each month. No social security tax has been paid on partners’ 
drawings, and none is contemplated. 

Real-estate taxes have been accrued to September 30, 1942, at the rate 
of $125 per month. 

There was no inventory of raw material anti finished goods at October 
31, 1942. 

Stationery and office supplies on hand October 31, 1942, were inven¬ 
toried at $100. 

It was necessary to cancel the insTirance as of the close of business 
October 31, 1942. The partnership received $91.50 for the unex¬ 
pired portion on that date. Insurance is intdudetl in manufacturing 
expenses. 

The following assets and liabilities were transfiTred to the corporation 
at the values given; 


C^ish.-V 1,050 

Lanil. 5,000 

Buildings. 50,000 

Machinery and i‘q\dpim‘n1. 17,500 

Furniture and fixtures. 2,000 

Stationery and suj)pliL‘s. 100 

Itcal-cstate taxes accrued. 1,250 


Cash distributions Avere made lo the partners as follows; 

Amount received Assets 
Date and distributed uncollected 

November 1, 1042. $ 2,4.00.50 110,500.00 

December 2, 1042. 0,000.00 10,500.00 

December 30, 1042. 10,000.00 0 















PARTNERSHIPS—SALE OR CONVERSION 


117 


ABC Radio Company 
Trial balance, October 31, 1912 

Debits 


C^ash 

1 6, 

620 

00 

Accounts receivable 

20, 

000 

00 

Reserve for bad debts 




Inventories, January 1, 1912: 




Raw material 

5, 

000 

00 

Finished goods 

10, 

000 

00 

Lan d 

4, 

750 

00 

Buildings 

00, 

000 

00 

Reserve for depreciation 




Machinery and eipiijnni'nt 

21, 

000 

00 

Reseive for depi eeiation 




Office furnituie and fixtures 

3, 

000 

00 


Reserve for depi eeidti )n 
Aerounts pay able 
Taxes—real estate, aeenifMl 
Taxes payal)le—8nrial Seennty 
Capital: 

Jones 

Smith 

White 


Depreeiation—furniture and fixtures 

225 

00 

Pij stage 

75 

00 

Stationery and jn in ting 

500 

00 

Telephone anil telegiaiiJi 

270 

00 

OfTicr salaries 

5,000 

00 

Purchases— raw material 

50,000 

00 

Factory payroll 

27,500 

00 

Manufacturing expenses 

27,050 

00 

Sales 



Social security t ixt s 

202 

50 

Selling 1 xpenses 

10,000 

00 

Drawings: 



Jones 

5,000 

00 

Smith 

3,500 

00 

hite 

2,500 

00 


Credits 


$ 500.00 


10,125 00 

5,000.00 

1 000 00 
2,500 00 
1,125 00 
32 50 

37.500 00 
25,000 00 

17.500 00 


105,000 00 


S205,282 50 $21)5,282 50 


Tatals 



SECTION IX 


CORPORATIONS—ORGANIZATION 
Problem 64 

(American Institute of Accountants, May, 1948) 

Using the information below prepare: 

a. Journal entries: 

(1) to open the books of the Watt Manufacturing Company; 

(2) to effect the transfer of the assets accjuired and liabilities assumed 
by the Watt Manufacturing Company from the Hear Telephone 
Company, making appropriate entries on the books of each 
company; 

(3) to effect the elimination of the manufacturing division of the Hear 
Telephone Company; 

(4) to close the books of both companies at December 31, 1947. 

b. Balance-sheet of each company at December 31, 1947, including any 

pertinent explanatory notes. 

The Hear Telephone Company operated two departments—"Com¬ 
munications’^ and "Manufacturing." The "Manufacturing" division 
kept a complete set of accounts, which were controlled by the general 
ledger of the "Communications" division. 

As of November 30, 1947, the Hear Telephone Company sold to the 
Watt Manufacturing Company the current and plant assets, except cash, 
of the Manufacturing division, the purchaser assuming all of the depart¬ 
ment’s liabilities to outsiders. On the date of sale the Watt Manufactur¬ 
ing Company issued to the Hear Telephone Company, in full payment of 
the purchase price, 5,000 shares of no-par common stock. 

The Watt Manufacturing Company was organized on November 30, 
1947 with a capital of G,000 shares of no-par common stock and 1,000 
shares of 4 per cent cumulative preferred stock of $100 each, having a 
liquidating and call value of $110 a share. On that date it received cash 
for the remaining 1,000 shares of common and the 1,000 shares of pre¬ 
ferred, in the amounts of $00,000 and $100,000, respectively. 

The physical transfer of the assets was not made until a month later 
(December 31, 1947), and the Plear Telephone Company operated the 

118 



CORPORA TIONS—OROANIZA TION 


119 


Manufacturing division during December for account of the Watt Manu¬ 
facturing Company. 

The books of both the Hear Telephone Company and the Watt Manu¬ 
facturing Company are to be kept on a calendar year basis. 

Condensed divisional balance-sheets of the Hear Telephone Company 
at November 30, 1947 and December 31, 1947, before recording the trans¬ 
fer, were as follows: 

November 30, 1947 December 31, 1947 



Commum- 

Manufac- 

Commum- 

Manufac- 


cations 

turmg 

cations 

turmg 

Cash 

S 50,000 

$ 10,000 

$ 60,000 

S 20,000 

Accounts receivable 

100,000 

50,000 

no 000 

40,000 

Inventories 

50,000 

100,000 

50,000 

80,000 

Investments in subsidiary Lompanies 

20,000 


20,000 


Plant and propelty 

500,000 

350,000 

500 000 

350,000 

Reserves for dcpreciatiDii 

(250 000) 

(150,000) 

(252 000) 

(152 000) 


$470,000 

$360,000 

$188,000 

$338 000 

Liabilities 





Accounts payable 

$ 00 000 

$ 40,000 

$ 78 000 

S 22 000 

Sundry accruals 

120 000 

10,000 

110,000 

10,000 

Reserves for federal income ta\is 

40 000 


40 000 


Interdepartmental control 

(300,000) 

300,000 

(308 000) 

308,000 

Capital stock 

300,000 


300,000 


Lamed suiplus 





Balance, December 31, 194b 

200 000 


200 000 


Profit or (loss) 

50,000 

10 000 

68 000 

(2,000) 


^701)00 

$300 000 

$188 000 

$338 000 


Problem 65 

(American Institute of Accountants, Novembei, 1941) 

From the following trial balance and additional data prepare a col¬ 
umnar work sheet showing adjustments, assets and liabilities as at June 
30, 1941, income and expenses for the year ended on that date, of Lynch 
& Co , Inc. 

Trial Balance—June 30, 1941 


Dr (V 

Cash in bank I 875 

Accounts receivable 4,075 

Merchandise S ]35 

Furniture and pquipnunt 775 

Accounts payable 525 

Clarence Lynch—capital account 1,200 

" “ —salary account 525 

JohnJ Voigt— “ “ 575 

Commissions accrued 265 

Lynch & Co 2,500 


S5,725 S5,725 
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Additional Data 

1. Organization, etc. 

A short time prior to July 1, 1940, Clarence Lynch commenced busi¬ 
ness as a commission merchant dealing in ^voolens under the name of 
Lynch & Co. On that date the latter proprietorship was transferred to 
Lynch & Co., Inc., a corporation then organized with an authorized 
capital of $200 consisting of 100 no par shares, each of $2 stated value, 
that were issued fpr the goodwill of the proprietorship. On the same date 
the corporation acquired the assets and assumed the liabilities of Lynch 
& Co. 

The books of the proprietorship were used for the corporation but the 
result of the former^s operations to July 1, 1941, had been determined 
and was charged by the corporation to the account Lynch & Co. 

The above trial balance of the corporation was examined and the 
various accounts Avere analyzed. The balances in several accounts 
(railed for adjustment and their analyses are given here below with com¬ 
ments as follows: 

2. Mererhandise Cr. $135 

In addition to its commission business the corporation occasionally 
purchases and sells mertrhandise. The transactions recorded in the 
account were Lsummarized as follows: 


Dr. Cr. 

MerirhamliHC purrhascrl.,|17,K70 

" sM . . S;18,750 

Pro fit traiisfL-mnl Id Lynch iSt Co.. . . 745 

Balance, June 30, 1041. 135 

ri8,750 .j|;i8,750 


The merchandise on hand at June 30, 1941, was valued at $185. 

3. Furniture and equipment Dr. $775. 


Dr. C>. 

Acquired JunD 30, 1040 . . . $ 485 

Additinniil purchasPH to June 30, 1041 . 415 

Depreciation credited Dec. 31, 1040. $ 125 

Balance, June 30, 1041 . ... 775 

$ 900 I 900 


Depreciation of 10 per cent a year is considered adequate, calculated 
on the opening balance plus one half of the year\s additions. 

4. Accounts payable Cr. $525 
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Unrecorded liabilities at June 30, 1941, were: 


Telephone and telegraph 

$45 

Stationery 

35 

Entertaining 

10 


5. Clarence Lynch—capital account Cr $1,200 
This represents the balance at July 1, 1940. 

6. Clarence Lynch—Salary account Cr $525 

Dr Cr 

$5,200 

M,675 

_ ^5 _ 

$5,2^ $5 ,200 

The company’s minutes authorize a salary of $5,700 per annum. 

7. John J. Voigt—Salary account Cr. $575 

Dr. Cl 

Salary cri*dits $2 500 

Cash withdraw jiK SI ,Q25 

Balance 575 

$2,500 $2,500 

The company’s minutes authoiize a salary of $4,500 per annum. 

8 Commissions due 

All commissions due June 30, 1941, had been credited 

9 Lynch & Co. Cr. $2,500 

The analysis of this account results in the following summary: 


Salary credits 
Cash withdrawals 
Balani p 



Dr 

Cr 

Balance June 30, 1940—Loss of pioprntorship in diile 

$ 120 


Commissions earned 


$18,975 

Profit on merchandise sold 


745 

Salaries—offie ers 

7,700 


Other salaries 

1,500 


Commissions 

2,675 


OflTicp expenses 

1,930 


Depreciation of furnitui t 

125 


Franchise tax 

50 


Incorporation expenses 

120 


Balance 

2 500 


10. Taxes 

%\d,720 

3519,720 


All taxes were paid except federal income and defense taxes. The 
income tax is payable at the rate of 13 per cent of the net income. The 
declared value excess-profits tax should be ignored. 
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Problem G6 


(Illinois, May, 1928) 


D. S. Watt had been operating his manufacturing business as a pro¬ 
prietorship for several years but decided to incorporate at the close of 
1927. The following is a trial balance of the assets and liabilities of Mr. 
Watt as at December 31, 1927, and a condensed statement of his profit 
and loss account for the year ended that date, both of which are assumed 
to be correctly stated: 

Debits Credits 


Cash. 

Iteeeivables—customers. 

lleserve for bad debts. 

Inventories—at cost: 

Finished goods. . 

Work iiL progress. 

Materials and supjilies. 

Unexpired insurance. 

Land. 

Buildings. 

Machinery and equipment. 

Automobiles and trucks. 

Furniture and fixtures. 

Reserve for depreciation. 

Bank loans. 

Trade accounts payable. 

Accrued state and local taxes. 

Accrued payroll. 

Accrued interest. 

Capital. 

T otals. 

Net sales. 

Cost of sales. 

Balance. 

Selling, general, anil administrative expense: 

Selling expense. 

General and administrative expense. 

Total. 

Net profit fiann operations. 

Add: Miscellaneous income. 

Deduct: Interest on loans, etc. 

Net profit before federal taxes. 


$ 87,432.20 

283,784.60 

I 32,084.37 

351,084.92 

133,775.00 

125,900.24 

9,213.08 

78,010.00 

555,327.84 

072,433.90 

24,782.78 

18,674.10 

532,074.83 
150,000 00 
118,772.91 
24,500.00 
8,075.08 
784.30 
1,474,247.23 
$2^\ ,73.9.32 .12,311 .739"^ 

.^. . r. . . ^^ 17434 ,785.20 

. 924,103.85 

. % 510,681.35 

. $ 109,863.21 

. 134,898.33 

. $ 304,761.54 

. $ ~207iU9.81 

. 14,072.20 

$ 220,592.01 

. 12,864,36 

. iff 207,727.65 


The assets are stated above on a cost basis. In connection with the 
proposed incorporation, Mr. Watt has had his fixed assets appraised by 
































CORPORA TIONS—ORGANIZA TION 


123 


Valuation Appraisal Company as at December 31, 1927; a summary of 
this appraisal at reproduction values and accrued depreciation is as 
follows: 


Land. I 125,000.00 

Buildings. 875,4(if».31 

Machiniiry and nquipmcnt. 1,176,903.18 

Automoliilcs and trucks used in manufacturing operations. 25,500.00 

Furniture and fixtures . 19,771.36 

Reserve for depreciation. 664,782.90 


In the past, Mr. Watt has applied the following annual rates to the 
closing asset balances in making provision for depreciation, and it is 
assumed that these rates will be adequate in the future: buildings, 3 per 
cent; machinery and equipment, 7}^^ per cent; automobiles find trucks, 
20 per cent; furniture and fixtures, 10 per cent. 

Mr. Watt formed the Kilner Corporation late in December, 1927, and 
as at January 1, 1928, he transferred his fixed assets to the Kilner Corpor¬ 
ation in exchange for its entire authorized capital stock, which consisted 
of 7 per cent cumulative preferred, 10,000 shares par \ alue $100 per share, 
and common, 50,000 shares, of no par value. The Kilner Corporation 
took up the fixed assets and depreciation reserve as appraised and sold, 
as at January 1, 1928, an issue of $750,000 first-mortgage G per cent 
20-year gold bonds at a discount of 10 points. Mr. Watt transferred at 
book values his current assets and unexpired insurance, subject to his 
liabilities (excepting the liability for Federal income taxes) to the Kilner 
Corporation as at January 1, 1928, for cash. Mr. Watt personally 
assumed the liability for all Federal income taxes for 1927 and prior years. 

Prepare a balance sheet as at January 1, 1928, and profit and loss 
account for the year 1927, showing net profits (after Federal taxes) 
available for interest charges on the new issue; both statements are to be 
on a corporate basis, after giving effect to all changes Avhich will arise 
from the incorporation, acquisition of properties, and financing stipula¬ 
tions. Attach your work sheet accompanying the adjustment of the 
profit and loss account. 


Problem 67 

(Ohio, November, 1933) 

The trial balance of The Fashion Tailoring Company, maker of men’s 
suits, was prepared from the books at October 31, 1933, as follows: 
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The Fabhion Tailorinb Company 
Trial balance, October 31, 1933 
Debits Credits 


Cash in bank. 

$ 

16,800 

Common stock—6,000 shares $ 

600,000 

Accounts receivable—trade.. 


100,000 

Surplus. 

123,000 

Accounts receivable: 



Notes payable to banks. . . . 

30,000 

A. B. Alton. 


4,000 

Accounts payable—trade. . . 

81,020 

B. C. Bentley. 


2,000 

Accrued commission. 

11,800 

Inventories at November 1, 



Reserve for depreciation; 


1932: 



Buildings. 

9,000 

Raw material—35,000 



Machinery and equipment 

125,000 

yards. 


35,000 

Office equipment. 

10,000 

Work in process—30,000 



Sales. 1 

368,000 



181,000 

Other income. 

21,000 

Finished goods—25,000 



suits. 


174,000 



Prepaid expenses. 


1,000 



Land. 


40,000 



Buildings. 


90,000 



Machinery and equipment. .. 


250,000 



Office equipment. 


20,000 



Purchases—198,350 yards. .. 


238,020 



Direct labor. 


150,000 



Manufacturing expenses. . . . 


300,000 



Selling expenses. 


456,000 



Administrative expenses. . . . 


304,000 



Other expenses. 


20,000 



Total. 

«2, 

381,820 

Total. #2,381,820 

d'lie stockholders of record were as 

f oil oAvs: 


A. B. 

Alton. 

. 3,000 sb. 


B. C. 

Bentley. 

. 1,500 sh. 


C. D. Comber. 

... 300 sh. 


D. E. 

Day 

. . 1,200 sh. 


Total. .. 


. 6,000 sh. 



Alton, Bnntlpy, and Comber have decided to withdraw from the busi¬ 
ness and have interested X. Y. Zander to take over the company. As a 
result of the negotiations, the following agreement was made: 

X. Y. Zander agreed to pay $188,000 to Alton, Bentley, and Comber 
and to give Day $44,000 in stock. In addition to the $188,000, the four 
stockholders were to receive from Zander cash in proportion to their 
holdings for the inventories and prepaid expenses, as shown by the 
balance sheet at October 31, 1933. The four stockholders were to with¬ 
draw the cash in bank; take over the accounts receivable, all of which 
were good; and pay off the entire indebtedness of the company. The 
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fixed assets were to be taken over by the corporation presently to be 
organized at the following appraised values: 


Sound value 

Land. $ 30,000 

Buildings. 70,000 

Machinery and equipment. 120,000 

Office equipment. 6,000 

Total. 1226,000 


A new corporation was organized by X. Y. Zander with capital stock 
of $800,000 par value of which $177,000 was sold for cash to be retained 
for working capital. Of the remainder, $44,000 par value was issued to 
Day, as previously stated in the problem, and the balance was issued 
to Zander. 

In order to carry out the provisions of this agreement, you were 
requested to audit the books for the fiscal year ended October 31, 1933. 
You found that salesmen were on drawing accounts and that during the 
year $125,000 had been paid and charged to accrued commissions. The 
salesmen were allowed 10 per cent commission, payable when the custo¬ 
mers^ accounts were settled. Before the books were closed, it was cus¬ 
tomary to pay the difference between the salesmen's drawings and the 
commissions due. You also found, not entered, an invoice for 1,650 
yards of material, amounting to $1,980, the goods having been received 
on October 28, 1933. No other irregularities were discovered. 

The material was cut to pattern, requiring 3)^ yards to make a suit. 
Inventories at the end of the year were taken by you and priced at cur¬ 
rent year's cost. All the material necessary to complete the suits had 
been included in work in process at the beginning and the end of the year. 
The in-process inventory at October 31, 1933, was valued by you at 
$174,000. The quantities were as follows: 

Raw matrrial. 60.000 yards 

Work in process. 20,000 suits 

Finished goods. 15,000 suits 

You are requested to prepare: 

1. Manufacturing statement, year ended October 31, 1933. 

2. Statement of profit and loss, year ended October 31, 1933. 

3. Balance sheet after new corporation had taken over business. 

4. Statement showing amount Alton, Bentley, Comber, and Day each 
should receive as the result of their agreement with Zander. 

5. Work sheet in pencil. 











SECTION X 

CORPORATIONS—REVALUATION AND REFINANCING 


Problem 6B 


(Americran Institute of Accountants, Novemlier, 1943) 

From the following information prepare: 

(a) A columnar work schedule showing the June 30, 1943, balance- 
sheet before and after the proposed ]*eorganization, \Aith explana¬ 
tory adjustment columns for the necessary changes in the several 
balance-sheet items. 

(b) A statement showing the effect of the proposed reorganization upon 
annual bond-interest and amortization charges and dividend 
reiiuirements 


The following balance-sheet of June 30, 1913, was prepared from 
National Industries, Inc.’s books: 


As&f'U 

Cash 

Othpr L'urrpiit assets 
Property, leas ilepreeialioii 
Sinking fund eash 

Unamortized disrount, Series A bonds 


Lnihihtics 

Preferred dividends payable July 1, 1043 
Bond interest aei-nied (July 1, 1043, roupoi i 
Other eiirrent liabilities 
Series A 6% bonds due July 1, 1048 
“ B5% " “ “ '' 105:i 

$5 cumulative prefened no-par stock A 7,500 shares, staled valiu' 
$6 cumulative prefeired no-par stock B 20,000 shaies, stated value 
Common stock, no-par value 50,000 shares, stated value. 

Appraisal surplus 
Earned surplus 


$ 1,130,000 
1,450,000 
0,hOO,000 
500,000 
30,000 
00,000 
110 , 000,000 

$ 39,375 

97,500 
03,125 
2,000,000 
1,500,000 
075,000 
1,700,000 
025,000 
1,750,000 
1,550,000 
110,000,000 


The company, to reduce its fixed charges and dividend requirements, 
has planned a reorganization, approved by shareholders, bondholders, 
and other interested parties, on the following basis: 
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1. »3,000,000 consolidated first mortgage 4% bonds dated June 1, 1943, 
and payable June 1, 1993, to be sold July 1, 1943, at 105 and accrued 
interest. 

2. Outstanding mortgage bonds Series A and B to be redeemed on July 
1, 1943, at par plus interest to July 31, 1943. 

3. The holders of Series A bonds to receive a call premium of $15 per 
$1,000 bond. 

4. Preferred stock A to be changed from $5 no-par to 5 % $100 par value. 

5. Preferred stock A to be increased from 7,500 to 10,000 shares and the 
present holders to receive a dividend of share of this stock for every 
share owned. 

[). Present holders of preferred stock A also to receive an extra cash 
dividend of $1.25 per share. 

7. 205,000 shares of new common stock of $10 each to be issued and 
exchanged as follows: 

10 shares new common for each share of preferred stock B. 

1 share new common for every 10 shares of old no-par common. 

8. Commissions and expenses in connection with the issue and sale of new 
bonds will bo $45,000. 

9. All transactions under the reorganization plan, as well as dividends 
payable, are to be t!onsidered as settled in cash. 

Problem 69 

(American Institute of Accountants, May, 1949) 

You have been called in by a member of the board of directors of the 
Fayetteville Company for advice in connection with a proposed plan or 
reorganization, lie provifles you with the information that follows, and 
asks that (a) you prepare a statement in good form as it might be expected 
to appear in a balance-sheet prepared for publication, showing the capital 
and surplus of the company as of December 31, 1947; (b) you prepare a 
statement showing the condition as it would exist on January 1, 1948 if 
the reorganization plan were made effective as of that date; and (c) you 
prepare a statement showing the amount of earnings per share of common 
stock in 1947 if the proposed plan could have been in effect as of January 
1, 1947. 

The Fayetteville Company is a manufacturer of machine tools. Its 
business has shown wide fluctuations and there have been corresponding 
variations in profits. For a number of years prior to 1946 there had not 
been any significant average earnings; however, for the year 1946 there 
was a net profit of $942,100. As of December 31, 1946 the following 
statement was prepared: 
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$3 Cumulative preferred stock, $50 par value—outstanding 96,200 shares 

(dividends in arrears since September 30, 1930). 

Common stock, no-par—outstanding 120,000 shares at assigned value of 


Earned deficit 1/1/46. ($1,174,280) 

Profit for 1946. 942,100 

Total. . 


$4,810,000 

3,365,473 

(232,180) 

$ 7 ^^ 3 ^ 293 " 


Parenthesis ( ) denotes red figure 


A plan of capital adjustment had been worked out during 1946, which 
was ratified by the stockholders and made effective as of January 1, 1947. 
This plan provided that the $3 preferred was to be reduced from $50 par 
value to $40 par value; that it continue to be preferred for $3 per share 
dividends on a cumulative basis and that it be preferred in liquidation at 
$50 per share and redeemable at the option of the company at $55 per 
share. In settlement of dividends in arrears, the company paid $360,750 
cash and issued 216,450 shares of stock having a par value of $10 
per share. The shares are non-voting and are not entitled to divi¬ 
dends. They are redeemable at $20 per share and entitled to $20 per 
share after preferred but prior to common in liquidation. The agree¬ 
ment under which they are issued provides that a cash redemption fund 
shall be set up equal to 50% of the yearly net profits in excess of dividend 
requirements on preferred stock. The fund is to be used to purchase and 
retire “B'^ stocks. “Tenders^' are to be obtained from stockholders, the 
lowest being accepted. If no tenders are received within three months 
after January 1 of each year, the shares to be retired are to be determined 
by lot. The provisions of issue also state that as long as any '^B'' stock 
is outstanding, no dividends may be paid on common stock. The 
assigned value of common was also reduced to $600,000. 

The surplus created by this restatement of stock was treated in accord¬ 
ance with accepted accounting practice. All stockholders accepted the 
exchange offer. 

The operations for the year 1947 resulted in a net profit, after taxes, of 
$1,631,316. Dividends for the full year were paid on the preferred stock. 

It noAv appears that operations are going to be profitable for an indefi¬ 
nite period and the board of directors desires to work out a plan whereby 
common stock can be put on a dividend basis. Preferred is currently 
selling for $52 per share and “B^^ stock for $9.50 per share. 

Based on these values, a plan is under consideration by the board of 
directors, which it is hoped will enable them to place common on a 
dividend basis if good earnings continue. This plan calls for authorizing 
a 5 % debenture issue which will be offered to the preferred stockholders 
in exchange for their stock at the rate of $100 of debentures and two 
shares of common for each two shares of preferred. It is anticipated that 
the common will be put on a $1 annual dividend basis after the capital 
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adjustments proposed. Holders of stock are to be offered one share 
of new 6 % preferred which is to be issued having $100 par value, and five 
shares of common for each 10 shares of stock, all before use of the 
retirement fund. 

Problem 70 

(New York, November, 1944) 

From the following information prepare: 

1. Certified balance sheet as of .June 30, 1944, giving effect to the 
proposed financing as hereunder outlined. Include in the certificate 
the results of operations for the five-year period of your examination. 

2. Journal entries necessary to bring the books of account into agree¬ 
ment with the balance sheet after giving effect to the proposed 
financing. 

The stockholders of the Dubois Manufacturing Company officially 
authorized the company officers to put into effect a refinancing scheme in 
harmony with the requirements listed below: 

1. An issue of $2,000,000 first-mortgage G per cent bonds maturing 
July 1, 1959, is to be sold to bankers at 92}/^, and the present first- 
mortgage 7 per cent bonds, of which $250,000 is outstanding, are to 
be called at 105. 

2. An issue of $1,100,000 preferred stock 7 per cent cumulative, par 
value $100, is to be sold (or exchanged), and the present 8 per cent 
preferred stock, par value $100, of Avhich $927,500 par value is out¬ 
standing, is to be retired at 110. 

3. A commission of $3 will be paid to bankers on each share of the 
present outstanding preferred stock which they succeed in exchang¬ 
ing for new preferred stock, and a commission of $7 per share will be 
paid on each of the remaining new shares sold. 

4. New shares of common stock without par value (100,000 shares 
authorized) will be exchanged for the present $100-par-value com¬ 
mon stock, of which there are 12,493 shares outstanding, in the 
ratio of eight new shares for one old share. 

5. The loans and notes payable and the instalment mortgage are to be 
liquidated, and the accounts payable are to be reduced by $250,000. 

Your examination of the accounts of the company for the five-year 
period ended June 30, 1944, has uncovered the following: 

1. Interest on the old bond issue and all dividends on the old preferred 
stock have been paid. 

2. All the present holders of preferred stock have agreed to exchange 
their stock for stock of the new issue. 
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3. The expenses to be incurred in connection with the proposed 
refinancing are estimated to be ®25,000. 

4. The X Apprai&al Company has appraised the value of the plant and 
equipment at the cost to reproduce new, less accrued depreciation, 
as of June 30, 1944, at $4,371,140.14. 

5. The net profits of the company for the five fiscal years ended June 30 
were as follows: 


1940 

$270,403 

01 

1941 

322,408 

19 

1942 

191,910 

59 

1943 

277,081 

93 

1944 

251,330 

23 


G. Federal income taxes have been settled to and including the fiscal 
year ended June 30, 1941. 

7. The taxable income for the fiscal year ended June 30, 1944, is esti¬ 
mated to be $250,000 before giving effect to the refinancing. 

8. The inventories were found to be substantially coriect as to quan¬ 
tities and pi iced at cost or market, whichever was lower. 

9. The post-closing trial balance shown below vas found to be correct: 

Dubois MANUFAnuiiiNG Company 


Arroiints payal)le 



$ 593^ 

,570 

81 

Accounts rcceivablp 

$1,512,099 

31 




AcfTucd acf'olints 



89, 

,311 

99 

Capital slock common—12,493 shares 



1,249, 

,300 

00 

Capital stoik jjrcfcrrcd—9,275 shares 



927, 

,500 

00 

Cash 

195,998 

6 b 




Cash-surrender value—ofTii ers' life insurance 

60,738 

57 




rirst-mortp.iKe lionds—due 1947 



250, 

,000 

00 

Guarantee deposits 

0,325 

19 




Instalment mortgage (on property not covered by 






mortgage indenture) 



9 

,724 

29 

Loans and notes payable 



1,362, 

,000 

00 

Marketable securities 

27,713 

24 




Notes receivable 

287,770 

68 




Plant and equipment, net of depreciation 

1,828,400 

57 




Prepaid accounts 

279,040 

19 




Product finished and in piocess 

928,361 

21 




Railroad claims 

599 

62 




Raw materials and supplies 

492,169 

59 




Reserve for bad debts 



29 

,000 

00 

Reserve for Federal taxes for fiscal year 1943-1944 



67, 

,500 

00 

Sinking fund for preferred stock retirement, cash 

17 

46 




Surplus 



1,058, 

,327 

20 

Unamortized bond discount and expenses 

17,000 

00 




Totals 

$5,636,234 


S5,636, 

,234 

Y 
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Problem 71 

(American Institute of Accountants^ May, 1942) 

1. The X Iron and Coal Company, a Virginia corporation, plans to 
reorganize as a Delaware corporation. 

2. The Y Furnace Company, a New Jersey corporation, is wholly 
owned by the X Iron and Coal Company, the latter having purchased for 
cash at par all of the capital stock of the Y Furnace Company at incep¬ 
tion. The Y Furnace Company has suffered considerable losses and 
a reorganization is contemplated through which its deficit may be 
liquidated. 

3. The X Iron and Coal Company, preliminary to reorganization, has 
decided upon a definite cancellation of $180,000 of a total indebtedness 
of $215,000 evidenced by the note of the Y Furnace Company which had 
previously been Avritlen down on the books of the X Iron and Coal Com¬ 
pany to $35,000. 

4. It is planned to increase the number of shares of capital stock of the 
Y Furnace Company from 1,000 shares to 4,000 shares aiifl to reduce the 
par value of each share from $100 to $25, giving one share of new stock 
for each share of old stock. 

5. Plant, etpiipmenl and inventory owned by the X Iron and Coal 
Company are to be transferred to the Y Furnace Company at sound 
values (which have been determined by appraisal to be the same as the 
net book values of these assets) in exchange for 3,000 shares of new 
capital stock. 

6. The Z Iron and Coal Company of Delaware is organized with a 
capital of $1,000,000, dividetl into 10,000 shares with a par value of $100 
each, for the purpose of acquiring the stock of the X Iron and Coal 
Company which is offered in share-for-share exchange. 

7. Counsel has advised that taxes and legal fees involved will amount 
to $500 for the Y Furnace Company and $2,000 for the Z Iron and Coal 
Company. 

8. The X Iron and Coal Company (Virginia) pays $500 for taxes and 
legal fees. 

9. The X Iron and Coal Company transfers all its assets and liabilities 
to the Z Iron and Coal Company (Delaware). 

10. The X Iron and Coal Company (Virginia) is dissolved. 

The audited balance-sheets, before reorganization, of the X Iron and 
Coal Company and Y Furnace Company follow: 
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X Iron Y Furnace 

As&ets and Coal Cd. Co. 

Cash. H 46,000 ^ 5,000 

Receivables. 5,500 500 

Inventory. 5,000 5,500 

Y Furnace Co. 

Stock—1,000 shares of $100. 1 — 

DF'Efiand note—face value $215,000. 35,000 — 

Marketable securities. 881,000 — 

Plant and equipment, less deprF^ciatinii. 135,000 55,000 

$1,107,501 $ 66,000 

L'iahilities 

A-ccounts payable. $ 10,000 $ 2,000 

X Iron and Coal Co. —note payable. — 215,000 

Capital stock—$100 per share. . 950,000 100,000 

Surplus nr (deftcit). 147,501 (251,000 ) 

$1,107,501 $66,000 


Prepare eolurnnar worksheets plainly indicating the required adjust¬ 
ments and transactions and showing the balance-sheets after giving effect 
to these plans. 

Problem 72 

(Ohio, May, 1945) 

As of January 1, 1942, Airmotors, Tnc., refunded its undefaulted bonds 
into an issue of 4 per cent first-mortgage bonds due in six equal biennial 
instalments beginning January 1, 1944, and ending January 1, 1954. 
The new issue was sold to yield 94j'4 after all expenses. The proceeds 
plus cash were used to retire the old indebtedness as, of January 1, 1942, 


which was as follows: 

Unpaid 

principal 

First-mnrtgagp 6% notes. $510,000 

l)L‘beiiturF‘ nutFvs 7%. 210,000 

$720,000 


As no provision for amortization of the bond discount has been made 
on the books since January 1, 1942, it was decided to spread the discount 
on the new issue over the life of the refunding bonds on the bonds out¬ 
standing method. 

The stockholders have agreed to a rearrangement of the capital struc¬ 
ture of the company, and the directors have taken appropriate action 
thereon as of December 31, 1944, as follows: 

The common stock will be converted into new no-par common, 250,000 
shares having a stated value of $10 per share being authorized. 
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The Class A and Class B preferred stock will be converted into new 
4 per cent preferred, 55,000 shares having a par value of 4(100 per 
share being authorized. 

The Class A preferred stock is cumulative, the dividends being in 
arrears for 1943 and 1944 in the amount of S272,000, and in liquida¬ 
tion, the stockholders are to receive par plus cumulative dividends 
in addition to the extra distribution described below. 

The Class B preferred stock is noncumulative, and in liquidation the 
stockholders are to receive par plus one year’s dividend in addition 
to the extra distribution described below. 

In addition to the dividends of 8 per cent on Class A preferred and 6 
per cent on Class B preferred, these stockholders are entitled to share 
on a prorata share basis with the common stockholders in the remain¬ 
ing surplus profits after the latter have participated in the said sur¬ 
plus profits to the extent of $6 per share. 

The new stock will be distributed to the shareholders on the basis of 
book value of each class of old stock as of December 31, 1944, the 
entire surplus profits being used in the distribution. The stock¬ 
holders will receive cash in lieu of stock for any fractional shares. 

In order to compensate the Class A and Class B preferred stockholders 
for the decrease in dividend rate, it was also agreed to create goodwill 
by capitalizing at 10 per cent the average earnings for the previous 
five years (which amounted to $012,640 after adjustment for bond 
amortization), in excess of 10 per cent of the total net worth at the 
beginning of the year. Current year’s earnings are not included. 
The amount thus created will be added to the book value of the old 
preferred stock in the ratio of 40 per cent to B preferred and 60 per 
cent to A preferred. 

During the year raw material purchased amounted to $414,000 and 
direct labor costs amounted to $955,000. The factory overhead was as 


follows: 

IndirRct labor. $ 300,000 

Indirect materials drawn from: 

Raw material account. 08,500 

Light, heat, and power. 135,000 

Depredation and other expenses. (■)42,500 

$1,140,000 


Inventories at January 1, 1944, which were sold during the year, were 


as follows: 

Raw materials. $5,400,000 

Work in procPHs. 880,000 

Finished goods. 582,500 
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The overhead in work in process and finished goods inventories at the 
end of the year was erroneously applied at 200 per cent of direct labor, 
being the burden rate for the preceding year. These inventories at the 
end of the year were as follows; 

Work in Finished 
proeess goods 

Raw materials. $ 322,000 1157,800 

Direct labor. 240,000 201,000 

Overhead. 480,000 402,000 

$1,042,000 $760,800 

The excess-profits credit, including the statutory specific exemption, 
amounted to $2,800,500. The excess-profits tax rate was 95 per cent, 
the combined normal and surtax rate was 40 per cent. There was no 
declared value excess-profits tax. Disregard the 80 per cent limitation. 

The following trial balance was prepared from the books at December 
31, 1944; 

Airmotoiis, Ino. 

Trial bahinci*, December 31, 1944 


Debits 


Credits 



122 850 


$ 29 500 

Accounts receivable 

755,250 

Accounts payable. 

990,000 

Raw materials inventory. . . 

4,834,000 

Bonds payable. 

720,000 

Work in process inventory. . 

1,042,000 

Accrued liabilities. 

35,000 

Finished goods inventory . . 

700,800 

Capital stock: 


Postwar refund bonds. . . 

50,000 

Common stock—18,000 


Postwar refund credit. 

50,000 

sh. par $100. 

1,800,000 

U.S. Treasury ileparLmcnt 


Class A 8% preferreil— 


—claim for refund based 


17,000 sh. par $100. . . 

1,700,000 

on carry-back provision of 


Class B 0% preferred— 


the incomi*-tax law. 

100,000 

13,000 sh. par $100 . . . 

1,300,000 

U.S. Treasury lax anticipa- 


Surplus—January 1, 1944. . 

335,000 

tion bonds. 

75,000 

Sales, net. 

7,030,000 

Unamortized bond discount 

37,800 

Discount earned. 

75,200 

Land. 

114,000 

Interest earned. 

3,800 

Factory building. 

1,180,000 

Reserve for depieciati[)n: 


Machinery. 

1,300,000 

Building. 

153,400 

Office eciuipnieiil.... 

75,000 

Machinery. 

380,800 

Delivery equipment . . 

20,000 

Office equipuient. 

18,800 

Deferred charges. 

6,600 

Delivery equipment. 

12,000 

Cost of goods sold . 

2,672,200 



Selling expenses. 

648,000 



Administrative expenses . 

534,800 



Interest paid on notes pay¬ 




able.*. 

1,200 



Interest paid on bojids. 

24,000 



Bonds retired January 1, 




1944. 

120,000 



Total. 

$14,583,500 

Total. 

$14,583,500 
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Required: (1) Balance sheet giving effect to adjustment for bond 
amortization and refinancing, (2) statement of profit and loss showing 
cost of manufacturing and net income after Federal income and excess- 
profits taxes, (3) work sheet in pencil. 

Problem 73 

(Ohio, October, 1939) 

The Manufacturing Company, maintains a branch house in a distant 
city and bills the manufactured units shipped to the branch at the regular 
selling price of $125 each. 

The following trial balance for the year ended June 30, 1939, was taken 
from the home office general ledger before closing: 

The Manufactitrin[j Comvany 

Trial bLdaiice, June 30, 1030 


Debits 


Credits 


Cash. 

$ 16,000 

Notes payable. 

$ 400,000 

Accounts receivable. 

382,000 

Accounts pay 11 Ide. 

900,000 

Inventories, July 1, 1038: 


Accrued labor, taxes, ('tc . . . 

67,000 

Raw materials. 

300,000 

Accrued bnnil interest. 

25,000 

Finished goods—10,000 


First-mortgage bonds—5% . 

5(X),000 

units. 

750,000 

Reserve for bad debts. 

65,000 

Advances to branch house. . 

107,000 

R(‘serve for depreciation... . 

400,000 

Branch house control. 

552,000 

Capital stock—^common an- 


Plant and equipment. 

2 ,000,000 

thorized *2,000,000. 

1 ,000,000 

Patents on manufacturing 


Surplus. 

527,250 

process, granted July 1, 


Sales—eustoniers, 1,000 units 

500,000 

1038, at original cost. 

340,000 

Sales—branidi house, 12,000 


Deferred [Jiarges. 

8,000 

uniis. 

1,500,000 

Purchases. 

450,000 

Interest earned on invest¬ 


Direct labor. 

400,000 

ment. 

48,000 

Overhead. 

280,000 

Other income. 

55,000 

Interest on investment—ma¬ 




chinery and equipment. . . 

48,000 



Selling expenses. 

50,000 



Administrative expenses. . . . 

275,250 



Bond interest. 

25,000 



Other expenses. 

4,000 



Total. 

S5,087.250 

Total. 

15,987^250 


The trial balance per the branch house report for the year ended June 
30, 1939, was as follows: 
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Debits 

Cash. $ 6,000 

Accounts receivable. 374,000 

Purchases from home office— 

12,000 units. 1,500,000 

Selling expenses. 150,000 


Manufacturing Company 
bonds purchased from 
former employee June 30, 

1938 (5 bonds (q\ S800 par 

value $5,000).. 4,000 

Total. $2,034,000 


Credits 

Sales—11,000 units. $1,375,000 

Advances from home ofiine. . 107,000 

Home office control. 552,000 


Total. $2,034,000 


The company maintains accurate cost records of materials and labor 
used and computes the overhead rate on the basis of direct labor cost. 
For costing purposes, the overhead is estimated. The overhead estimates 
used during the year ended June 30, 1939, were as follows (no provision 
has been made on the books for patent amortization): 


Overhead. $290,000 

Interest on investment. 50,000 

Total. $340,000 

Direct labor—actual. $400,000 


The home office inventories at June 30, 1939, taken and priced by the 
management were summarized as follows: 



Totals 

Raw 

materials 

Direct 

labor 

Overhead 

RaAV matrrialH—rnst. 

Work in process. 

Finished goods—3,000 units. 

Totals . 

$550,000 

208,000 

232,500 

$^>0,500 

1 

$550,000 

00,000 

93,750 

1 80,000 
75,000 

$ 08,000 
03,750 

$703,750 

1155,000 

$131,750 







In your examination you found that the market price of raw materials 
amounted to $500,000. The raAV materials in Avork in process and 
finished goods were priced at cost or market, whichever was lower. The 
inventory of finished goods at the branch house should be priced at the 
same unit cost as you price the finished goods on hand at the home office. 

Due to the need of Avorking capital, the company reorganized at July 1, 
1939, and interested outside capital to invest in the business. The neAV 
stock authorized was as follows: 

Class A preferred—80,000 shares of 4 per cent cumulative, par value 
$25 per share. 
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Class B common—80,000 shares, par value $25 per share. 

The old common stock was called in and canceled. The Class A and 
Class B stocks were issued in equal amounts, to the extent that such stock 
was issued, one-half was delivered to old stockholders and one-half to the 
new stockholders. The new stockholders paid into the company for their 
one-half interest an amount equal to the result of capitalizing at 10 per 
cent the average annual earnings in excess of 10 per cent of the total cor¬ 
rected net worth at June 30, 1939. The earnings for the past four years 
were as foil ows: 



11)3!) 

11)38 

1037 

1036 

Ni't inrornp bpforn cxtrancoiiH iiiCDiiiP Jinrl 





nonrecurring expenses. 

? 

S3E)0,800 

$410,000 

$400,600 

Extraneous income. 

0 

50, (H)0 

50,000 

0 



$410,800 

.*460,000 

$400,600 

Noiicurring expenses. 

0 

100,000 

100,000 

0 

Net income for the year. 

7 

wo'soo 

1361), 000 

$400,600 







The money paid into the business by the new stockholders was used to 
liquidate the following indebtedness: accounts payable; accrued labor, 
taxes, etc.; first-mortgage bonds and accrued interest; balance to be 
applied on notes payable. 

Required: 

Pro forma balance sheet giving effect to the recapitalization at July 1, 
1939. 

Statement of profit and loss, year ended June 30, 1939. 

Corrected summary of the home office inventories at June 30, 1939 
(not necessary to be written with ink). 

Problem 74 

(American Institute of Accountants, November, 1942) 

Parathon Distributing Company is a wholly owned subsidiary of 
Paragon Mills, Inc., and was organized in 1938 as the western outlet of 
its parent. Most of the capital necessary for establishing the subsidiary 
was derived from an issue of 43^% income bonds, dated July 1, 1938, 
interEist payable annually on January 1st. The bond indenture provides 
as follows: 

“Commencing with the calendar year 1941 Paragon guarantees that 
the net earnings of Parathon shall be not less than 200 per cent of the 
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interest falling due on this issue each year. ‘Net earnings^ are hereby 
defined to mean the excess of cash received over cash disbursed before 
interest deductions. Paragon further guarantees that if bonds of this 
issue are outstanding at the end of any calendar year, the value, not 
exceeding market, of the net tangible assets of Parathon shall not be less 
than 150 per cent of all Parathon's funded debt. Parathon shall, upon 
determining the existence of either or both these deficiencies, bill Paragon 
for the total amount thereof and shall adjust its balance-sheet in such a 
manner as to reflect such guarantees. Paragon shall pay the billed 
amount to Parathon within a period not greater than 30 days after the 
date of such billing.’' 

The following trial balances of Parathon are submitted: 


Dpppinbpr 31, Denember 31, 
1.Q40 194] 

Debits after closing before clofeing 


Building and cnuipmcnt, at cost 

!li;235,100 

$ 242,600 

Tnvcntoricfi, at cost 

22,910 

89,434 

Customers accounts 

216,510 

302,196 

Cash 

252,465 

183,.522 

UfUiinortizcd debt rliscouiit 

25,000 

23,000 

Dividend paid 

— 

15,000 

Mei chan disc sold (purcha'^ed fioiii Paragon) 

— 

1,885,286 

Operating expenses 

— 

868,318 

Depreciation expense 

— 

12,581 

Bad debts 

— 

31,040 

Property and iiii umc taxes 

— 

8,905 

Interest expense 

— 

22,500 

Amortized debt discount 

|7R2~015 

2,000 

Credits 

Accounts payable for operating expenses 

.1i;i31,000 

$ 126,886 

Accrued taxes 

37,767 

12,189 

Accrued interest 

11,250 

22,500 

Beservp for depreciation 

15,238 

23,647 

Reserve for bad debts 

8,500 

36,200 

Common capital stock 

10,000 

10,000 

Income bonds (due July 1, 1953) 

500,000 

500,000 

Earned surplus 

68,260 

68,260 

Sales 

$782,015 

2,887,000 
V3,686,682 


Additions to buildings and equipment as shown by the books totaled 
S14,200 for the year. Certain building improvements amounting to 
^2,428 were also made during the year but were erroneously charged to 
operating expenses. Equipment costing 16,700 had been retired, 354,172 
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depreciation had accrued thereon, and property account as well as the 
reserve for depreciation had been properly adjusted. 

Prior year's bad debts written off in 1940 were recovered in 1941 to the 
amount of $1;260, which was credited to the reserve, and of the 1940 
customers accounts 14,600 were charged off. All remaining 1940 balances 
were collected. 

The market value of the opening inventory exceeded cost; the closing 
inventory was carried at |22,510 in excess of market. 

The trustee of the bonds has called for a statement of Parathon’s 
financial position. 

Prepare: 

(a) Parathon's balance-sheet of December 31, 1941, adjusted in 
accordance with the terms of the bond indenture. 

(b) A summary of Parathon's receipts and disbursements in 1941, 
showing computations. 

(c) A computation of the amount to be refunded by Paragon under the 
terms of the indenture. 



SECTION XI 
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Problem 75 


(New York, April, 1942) 

From the following data, prepare a work sheet showing the determina¬ 
tion of the correct net profit for each of the five years and an adjusting 
journal entry to bring the books into agreement with your figures: 


Jan. 1, 1!)35 
Apr. 4, 1!)35 


Aug. 2, in35 

Doc. 31, 1935 
Jan. 2, 1936 
Fob. 1, 1936 


June 30, 1936 


Aug. 18, 1936 


Nov. 11, 1936 


Dec. 28, 1936 
Dec. 31, 1936 
Jan. 3, 1937 
Apr. 30, 1937 

July 7 , 1937 


Analysts or Surpiats for Fivr ViiiARS 

Debits 

Balance. $ 

Dolan suit settled (damages allowed 
l)y court Mar. 15, 1935, to injured 
employee not covered by insurance 
—suit started in 1934. On Dec. 31, 

1934, attorneys of company sub- 
mitti'd an opinion that no liability 


existed). S 5,450.00 

Additional Federal income-tax assess¬ 
ment for calendar years 1930-1931. 1,148.60 

Profit and loss from operations. 

Divi d en ds. 15[>, 000.00 

J. M. Walters—balance of commis¬ 
sions; 1935 sales liability not deter¬ 
mined at close of year. 1 ,700.49 

Adjustment of accounts receivable 


control (bringing control into agree¬ 
ment with detail). 

Ajipreciation of plant values (see ap¬ 
praisal of Messrs. King, Cole, and 

Wood). 

Adjustment of accrued tax account 
(anticipated tax on real estate over¬ 
estimated Dec. 31, 1935). 


Christmas bonus for employees. 17,500.00 

Profit and loss from operations. 

Dividend. 150,000.00 

Cost of repairing roof damaged by 

windstorm in April, 1937. 4,819.60 

Kxtra dividend. 100,000.00 


Credits 

191,265.17 


137,648.70 


89.10 

110,409.26 


2,354.00 
235,681.14 
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Oct. 

31, 

1937 

Dec. 

31, 

1937 

Jan 

10, 

1938 

May 

30, 

1938 

Tune 

30, 

1938 

Nov. 

30, 

1938 

Dec. 

31, 

1938 

Jan 

16, 

1939 

Apr 

30, 

1939 

Apr 

30, 

1939 

June 

30, 

1939 

Oct 

31, 

1939 

Nov 

15, 

1939 

ov 

30, 

1939 

I)ci 

31, 

1939 

D[( 

31, 

1939 

Du 

31, 

1939 


Cash received for boring machine pur¬ 
chased Jan. 1, 1930, for $3,950 and 
depreciated up to date of disposal 
by $3,520 (never written off books) 

Profit and loss from operations 

Dividend 

Additional Federal in tome-tax assess¬ 
ments and iredits 

1932 

1934 

1935 

Extia dividend 

Appreciation of value of various setii- 
nties owned by company to maikel 
value 

Profit and loss from operations 

Dividend 

Cost of replacing faulty mateiial 
manufactured and sold in 

1937 

1938 

Interest accrued not on books at Di i 
31, 1938 

Extra dividind 

Loss on sale of securitiLs (all luddings 
disposed of) 

Financing rliaige on 2-yeai note dati d 
Nov 15, 1939 

Additional assessment k ederal int ome 
taxes' 

1936 

1937 

Depreciation of ]nventoi;y to inirket 
prices 

Bell & Company, bankiupt— ai count 
uni ollei tibli 

Piofit and loss from operations 

Balance 

Totals 


Debits Credits 


$ ' 1,000 00 

180,472 88 

S 150,000 00 


742 11 

178 52 

1,004 06 

100,000 00 


72,580 00 
112,043 17 

150,000 00 


6 510 97 
12,518 20 

1,725 34 
50,000 00 

89,562 75 

10,000 00 


2,610 19 
514 27 

54,243 06 

12,900 00 

55,218 44 

26 050 74 

$1,099,000 38 $1,099,000 38 


Investigation indicates that depreciation of plant and equipment had 
been provided on a percentage of sales. The following schedule reflects 
the depreciation charged and the pioper computation according to 
standard rates; 
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Year 

Charged off 
per books 

Correct 

charges 

Prior to 1035 

1935 

1936 

1937 

1938 

1939 

* $198,313 20 

37,724 48 
68,419 26 
49,200 41 
28,653 97 
20,135 60 

J183,617 38 
35,520 16 
40,113 09 
42,301 47 
43,662 51 
44,728 96 

$402,446 92 

$389,943 57 




An examination of vouchers and physical inventories disclosed the fact 
that certain items had been taken up in inventories that had not been 
entered in the voucher register until the following period, also that a 
number of purchases had not been given expression to on the inventory, 
although the materials had been vouchercd and were on hand at the 
close of the period. Below is an analysis of this condition: 



Material iii 

Materials 


iiivenioiy 

vouchered 

Date 

but not in 

but omitted 


voucher 

fiom 


register 

inventory 

Dee ember 31, 1934 

1 756 28 


December 31, 1935 

3,620 40 


Deeomboi 31, 1936 


$1,182 15 

December 31, 1937 

9,417 38 

2,046 50 

December 31, 1938 

14,691 07 


December 31, 1939 


3,912 63 


$28,485T3 ~ 

$7,141 28 





Interest accrued and interest prepaid had not been expressed on the 
books at the close of the various years, the proper computation being 
found to be: 


Date 

Interest 

acciucd 

Interest 

prepaid 

December 31, 1934 


$ 428 15 

December 31, 1935 

$ 591 10 

1,617 30 

December 31, 193(> 

948 78 

1,145 26 

December 31, 1937 

1,993 93 

633 27 

December 31, 1938 

1,725 34 


December 31, 1939 

4,860 55 



*10,119 70 

$3,823 98 



CORPORATIONS—SURPLUS AND DIVIDENDS 


143 


Bad debts and bad debt recoveries had not been handled on a reserve 
basis. It was deemed advisable to place the company on a reserve basis; 
following are the correct charges and the actual amounts charged and 
credited to profit and loss: 


Year ending 
December 31 

Bad debts 
charge off to 
profit and loss 

Credits to 
profit and 
loss for bad 
debt reenveries 

Correct 
charges to 
expense on 
reserve basis 

Balance, 15)34. 



$8,182.50 

1935. 

$ 1,421.16 

$169.20 

6,926.58 

1936 . 

10,660.42 

2,952.68 

116.79 

7,837.85 

1937. . . 

259.43 

7,615.23 

1938. 

5,653.22 

40.06 

5,761.02 

1939. 

3,856.77 

178 52 

8,971.45 


Insurance on officers^ lives on which the company was the beneficiary 
carried cash-surrender values which had not been capitalized. The total 
cash surrender value on December 31 of each year was as follows: 


Total rash— 


surrender 

Date value 

Deeembnr 31, 1034. $ 4,550.90 

Doeeinber 31, 1935. 0,142.07 

December 31, 1936. 7,783.27 

December 31, 1937..... 9,484.47 

December 31, 1938. 11,229.47 

December 31, 1939. 13,039.62 


Problem 76 

(American Institute of Accountants, November, 1941) 

Prepare a reconciliation of the surplus of the Merritt Company at 
December 31, 1938, and of the profits in 1939 and 1940, as shown by the 
books, with the adjusted figures as shown by the audited statement. 

No dividends have been paid in recent years and the books show a 
surplus at December 31, 1940, of $421,000 made up as follows: 


Balance at December 31, 1938. S189,000 

Profit 1939. 92,000 

“ 1940. 140,000 


35421,000 
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The following matters call for consideration at the close of the respec¬ 
tive years: 

December 31, 1938 

Bad debts amount to Jfl2,000, to be written off Accounts Receivable. 
Consigned goods (own) are included in the inventory at $120,000 and 
are priced at 20 per cent in excess of cost. 

The following liabilities are omitted from the books: 


New construction. $25,000 

Material included in inventory. 3,000 

Wages. 2,400 

Accrued taxes. 1,700 


December 31, 1939 

Bad debts amount to $9,000, to be written off Accounts Receivable. 
Consigned goods (own) amount to $180,000 which is 20 per cent in 
excess of cost. 

Liabilities omitted from the books: 


Goods on hand (also omitted from inventory). $8,000 

Accrued taxes. 2,100 


Plant additions, amounting to $9,000, have been erroneously charged 
to profit and loss. 

The inventory is found to be overstated by $14,300 because of an error 
in recapitulation. 

No provision for depreciation was made on the books, and your cal¬ 
culations show that $5,000 should be provided. 

December 31, 1940 

Bad debts amount to $11,000, to be written off Accounts Receivable. 

Consigned goods (own) amount to $156,000 being valued at 30 per 
cent in excess of cost. 

Liabilities omitted from the books: 


For purchase nf new machinery. $12,000 

Accrued wages. 3,200 

Accrued taxes. 2,700 


No provision was made in the books for depreciation; you compute 
same at $7,000, 

The profits for the year include a credit of $8,000 in respect of the 
settlement of a lawsuit arising from transactions of the year 1937. 
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Problem 77 

(American Institute of Accountants, May, 1940) 

The articles of incorporation of Jones Manufacturing Company state 
that on or before September 1, 1938, and on or before the first day of 
September in each year thereafter, as long as any shares of preferred 
stock remain outstanding, the company shall from its profits set aside as 
a reserve for the retirement of shares of preferred stock an amount equal 
to not less than 20 per cent of the net earnings of the company for the 
fiscal year then last expired, after providing for federal income taxes and 
after deducing the amount of dividends paid on the preferred stock during 
such fiscal year. The equivalent of the amount so reserved shall be 
deposited in a special fund to be designated a sinking fund. The amounts 
so set aside in the sinking fund shall be applied by the company not later 
than October 31st in the same year to the redemption of outstanding 
shares of preferred stock called or purchased in the open market at a 
price not to exceed $12.50 per share. Preferred stock purchased for the 
sinking fund shall not be reissued and shall be forthwith canceled. 

The following ledger balances and notes are submitted: 



June 30, 193!) 

September 30, 1939 


Debit Credit 

Debit 

Credit 

Cash . 

$ 74,000 

$ 90,000 


Other current assets. 

26,000 

28,000 


Fixed assets, less depreciation . 

150,000 

140,000 


Deferred charges. 

6,000 

5,000 


Goodwill. 

50,000 

50,000 


Current liabilities, ineludhig all taxes. . . . 

$ 10,000 


S 15,000 

7 % cumulative preferred stork, par valu(‘ 

$10 per share (authorized 20,000 shares, 

issued and outstanding 10,000 shares). . . 

100,000 


100,000 

Common stock, no par value, authorized, 

issued and outstanding 50,000 shares. . . . 

100,000 


100,000 

Capital surplus. 

30,000 


30,000 

Earned surplus. 

6,000 


66,000 

Net profit. . 

67,000 


11 250 

Preferred dividends paid. 

7,000 

1 ,750 


Preferred stock purchased. 


7,500 



$313,000 $313,000 $322,250 

$322,250 

1. The company had a net loss in its fiscal year ended June 30, 

1938. 


2. The company transferred the sinking-fund cash to a separate bank 
account immediately after June 30, 1939, but did not record the trans¬ 
fer on the general hooks. 

3. The company regularly pays preferred dividends on March 31st, June 
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30th, September 30th, and December 31st to holders of record three 
days before these dates. 

4. The net profit for each period is found correct as stated. 

5. The balance in the preferred-stock-purchased account represents the 
cost of the following purchases of 7 per cent cumulative preferred 
stock made for the sinking fund; 


July 6, 1939. 200 sharca at I 9.00 earh ^1,800 

Aug. 31, 1939. 520 shares at 10.00 each 5,200 

Sept. 7, 1939. 40 shares at 12.50 each 500 

760 shares ^7,500 


6. All the preferred stock purchased, except the last 40 shares acquired, 
was properly canceled under the laws of the state in which the com¬ 
pany was incorporated. 

From the foregoing prepare: 

(a) A balance-sheet of September 30, 1939, showing the particulars of 
capital stock and sinking fund in accordance with the charter 
provisions. 

(b) A statement of surplus for the fiscal year ended June 30, 1939, and 
for the following (juarter. 

Problem 78 

(American Institute of Accountants, May, 1942) 

From the following transcript of Insurance account^’ and ^'note'' 
covering unrecorded liability prepare (a) a columnar analysis showing 
proper distribution of debits and credits. Prepare therefrom (b) the 
entries that will adjust surplus, profit and loss, and other December 31, 
1941, balance-sheet headings involved. 

Insurance Account 

1940 Dpbits Credits 

July 2 Prnmium on fire-insurance poliey (building), covering 

period from Aug. 1,’40 to July 31,'42. $ 2,400 $ — 


Aug. 15 Premium on fire-insurance policy on stock of goods, period 

from Aug. 1, '40 to July 31, ’41. 1,800 — 

Sept. 1 Premiums on employees’ fidelity bonds, period from Aug. 

1, ’40 to July 31,’41. 3,000 — 

Oct. 25 Shortage of R. Jones to be reimbursed by Fidelity Insur¬ 
ance Company . 900 — 

Dec. 1 Refund due to reduction in rate on fire insurance on build¬ 
ing, period Dec. 1,’40 to July 31,’42.. . — 200 

Dec. 31 Transfer to profit and loss to close out account ... — 7,900 


$ 8,100 I 8,100 
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Debits Credits 

Feb. 8 Premium on liability insurance on trucks and salesmen’s 

autos, Aug. 1, ’40 to July 31, ’41. $ 4,500 | — 

Mar. 31 Fire insurance on new building during construction, Mar. 

31, '41 to July 31, ’41. 7,500 — 

Apr. 5 Additional premium on fire insurance (new building), due 

to increased valuation, Apr. 15, ’41 to July 31, ’41. 250 

Apr. 15 Payment by Fidelity Insurance Company, reimbursement 

for loss, R. Jones, Oct. 25, ’40. — 000 

July 1 Premium on fire-insurance policy (building), Aug. 1, ’41 to 
July 31, ’42, covering new building and increased valua¬ 
tion of old building. 1,500 — 

Aug. 1 Premium on fire-insurance policy on stock of goods, 

period Aug. 1, ’41 to July 31, ’42. 1,400 — 

Aug. 1 Premiums on employees’ fidelity bonds, Aug. 1, ’Jl to 

July 31, ’42. 3,000 

Dec. 15 Defalcation of P. Smith to be reimburseil by Fidelity 

Insurance Company in 1042. 2,000 — 

Dec. 31 Transfer to profit and loss to close out account. — 10,250 


$2 0,150 $20,150 

Notk: Premium on liability insTirancc on trucks and autos, period Aug. 1, ’41 to 
July 31, ’42, amount $4,500, had not been paid or recorded. 


Problem. 79 

(Ohio, May, 1945) 

In connection with a refinancing program, the Made-Hight Company 
haa requested you to prepare a summary of net earnings for the three 
years ended Deeember 31, 1944, and a corrected statement of surplus for 
the same period, giving effect to such changes in the accounts as you deem 
advisable upon inspection of the books. You will also prepare adjusting 
entry to restate the accounts at December 31, 1944, in accordance with 
your report. 

An analysis of the book surplus account reveals the following: 


The Made-Right Company 

Debits Credits 

Jtin, 1, l.()42 Balance. 325,201.40 

Jan. 2, 1942 Adjustment of securities owned to 

market value Dec. 31, 1941. 49,754.00 

Feb. 1, 1942 Dividend (declared Dec. 1, 1941). . . $ 75,000.00 

June 30, 1942 Sales of 10,000 shares of preferred 

stock at 105. 50,000.00 

Sept. 18, 1942 Adjustment of property to sound 

value appraisal June 30. 140,210.00 


Dec. 31, 1942 Preferred dividend. 30,000.00 

Dec. 31, 1942 Transfer from profit and loss. 


101,250.35 
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Debits Credits 


Feb. 1, 1943 Common dividend (declared Jan. 15, 

1943) . 

Feb. 1.5, 1943 Overacerual of sales commissions. . , . 

June 30, 1943 Preferred dividend. 

June 30,1943 Accounts receivable control adjust¬ 
ment. 

Oct. 15, 1943 Additional assessment of Federal 
taxes 1940 and 1941, $1,150.50 and 

refund for 1942, $135.25. 

Dec. 24, 1943 Christnias bonus to employees. 

Dec. 31, 1943 C>asli received for turret lathe sold.. . 

Dec. 31,1943 Preferred dividend. 

Dec. 31, 1943 Transfer from profit and loss. 

Feb. 1, 1944 Factory manager’s bonus for 1943 

(1 % of net profit). 

Feb. 2, 1944 Common dividend (declared Jan. 15, 

1944) . 

Feb. 15, 1944 Interest receivable accrued, not of 

record Dec. 31, 1943—added to 
face amount of new note due June 

30, 1944. 

Feb. 15,1944 Repairs to product sold in 1943 under 

guarantee. 

Mar. 31, 1944 Cost of repairing flood damage. 

June 30, 1944 Loss on securities sold. 

June 30, 1944 Preferred dividend. 

July 1,1944 Premium on 2-year V. T. loan this date 
July 15, 1944 Discount on preferred stock purchased 

for resale (750 shares). 

Dec. 15, 1944 Year-end bonus to executives—100 
shares of l■ommoIl stock ($100 par) 

at market value. 

Dec. 31, 1944 Inventory reduction to market. 

Dec. 31, 1944 Charging off cost of 50 shares of com¬ 
mon stock ($100 par) not to be 

reissued. 

Dec. 31, 1944 Preferred dividend. 

Dec. 31, 1944 TransfcT from profit and loss. 

Dec. 31, 1944 Balance. 

Totals. 


$ 60,000.00 

$ 50.16 

30,000.00 
55.50 


1,015.25 
20 , 000.00 

1,250.00 

30,000.00 

195,403.10 

1,954.03 

100,000.00 


60.00 

1,375.05 
2,070.30 
8,442.75 
30,000.00 
5,000 00 

7,500.00 


15,000.00 

10,502.30 


6,500.00 

30,000.00 

155,210.97 

569,028.80 

$1,025,949.98 $1,025,949.98 


In ponnention with your examination you find that certain of the com¬ 
pany’s practices have not conformed to accepted accounting principles, 
particularly with respect to the following: 

Depreciation has been charged on a basis of percentage of sales. Com¬ 
parison of the amounts so provided and those based on standard useful 
life rates (3 per cent for buildings and 10 per cent for machinery and 
equipment) for the assets as recorded is given below. 
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Year 

Provided 
on books 

At standard useful life rates 

On original cost 

On appreciation 

Years prior to 1942. . .... 

1942 . 

1943 . 

1944 . 

$398,837.69 

75,256.48 

98,316.20 

100,244.10 

1426,142.00 

71,000.00 
73,047,00 
74,214.00 

$io,r> 2 o.oo 
10,,620. 00 
10,520.00 



Interest charges and credits have been recorded on the "cash” rather 
than the "accrual” basis. Your investigation discloses the following 
year-end correct accruals: 


Year 

Interest payable 
accrued ^ 

! Accrued interest 
earned 

Prepaid interest 
notes payable 

1941 

$1,050 

$410 

$950 

1942 

1,550 1 

375 

800 

1943 

1,750 

400 

000 

1944 

2,000 

350 

i 

500 


The company as beneficiary carried insurance on the life of its president, 
and the total premium payments had been charged as expense. The 
policy shows cash-surrender values as follows: 


December 31, 1041. SI ,5B7 

December 31, 1042. 1,034 

December 31, 1043. 2,202 

DfM’prnber 31, 1044. 2 , tilil 


Before (dosing the books as of December 31, 1944, the bookkeeper had 
failed to record some purchase invoices, the material covered by which 
had been received and was included in the inventory, while certain other 
goods had been omitted from inventory, invoices for which had been duly 
vouchcred. The amounts involved were: 

.January, 1045 vouchers covering material received in Dec.ember, 1944. . . . J7,045.00 
Invoices entered in 1944 but material omitted from inventory. 2,316.50 

You found that similar overlappings had not existed in earlier years. 

The company in 1943 initiated a policy of guaranteeing certain of its 
products for a period of two years from date of sale and estimates a 
requirement for possible claims against 1943 sales of 1600 over and above 
the $1,375.05 already adjusted and $2,000 against sales in 1944. 

It is agreed to provide reserve for possible additional Federal tax 
assessments estimated to approximate $500 for 1943 and 8750 for 1944 . 
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The securities sold in 1944 constituted the company's entire holdings 
purchased in 1940. 

The lathe sold in 1943 for a cash consideration of ®1,250 was found to 
have cost $3,000 July 1, 1936, but had never been written out of the 
accounts. It was included in the appraisal of June 30, 1942, at $4,000 
gross, less accrued depreciation of $2,400. 

Problem 80 

, (Illinois, November, 1928) 

The Hot Dog Blast Furnace Company, which has been in operation 
for a number of years, is desirous of putting out an issue of $4,000,000 
first-mortgage 6 per cent bonds to retire an old bond issue and partially 
defray the cost of an entire new coke-oven plant. Bankers agree to 
underwrite the issue at a discount of 5 per cent, and at their request you 
are employed to audit the l)oolcs and prepare for publication a certified 
balance sheet of the company as of September 30, 1928, showing thereon 
the cost of the new coke-oven plant. You are to assume for the purposes 
of your balance sheet that the new bond issue has been taken up by the 
underwriters as of that date and that the funds thus made available have 
been used to retire the old bond issue at 102 and to pay for, in part, the 
cost of the new coke-oven plant, although these transactions will not 
actually take place until early in 1929. The company is to issue addi¬ 
tional stock to the public at par ($50) to provide additional funds needed 
to complete the ovens and to reimburse the company for payments 
already made to contractors. You are instructed to embody in your 
certificate a statement of net earnings for each of the last six fiscal 
operating periods. 

You find the company’s trial balance as of September 30, 1928, as 
shown below. The retirement of the old bonds and the issue of the new 
bonds have not, of course, been given effect to, and no book entries have 
been set up to record contracts totaling $4,500,000 for the erection of a 
new coke-oven plant. Construction Avork on these contracts had been 
begun during 1928. 


Hot Dor; Blast Furnace Company 
Trial balant-p, September 30, 1028 

Debits Credits 

Blast furnace, railway tracks, power plants, etc. ,800,000.00 

Coke ovens. 1,500,000.00 

Real estate. .. . ... 325,000.00 

New coke ovens (payment on account to contractor). 500,000.00 

Reserve for depreciation—blast furnace, railway 

tracks, power plant, etc. S 520,000.00 
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Reserve for depreciation—coke ovens 
Cash in bank and on hand 
Accounts receivable 
Notes receivable 

Hoi Dog Blast Furnace Company bonds m treasury 

Accrued interest—treasury bonds 

Inventories, September 30, 1928— at cost 

InsiiranLe paid in advance 

Unamortized bond discount and expense 

Accounts payable 

Rtserve for local taxes 

Reserve for Federal income taxes 


Debits Credits 

$1,010,000 00 

$ 125,000 00 

5^40,000 00 
105,000 00 
250,000 00 
8,750 00 
605,000 00 
5,000 00 
30,000 00 

334,000 00 
31,000 00 


1927 

1928 

Reserve fur bond interest 

Reserve for contingencies (ireated December 31, 
1926) 

First-mortgage, 7 % gold bonds 

Capital stock (authorized 60,000 shares @ $50, out¬ 
standing, 32,000 shares) 

Surplus 

Totals 


10,328 75 
51,671 25 
35,000 00 

125,000 00 
1,000,000 00 

1,600,000 00 

_J_llb 750 00 

$5~833,~750 00 $5,833,750 00 


An analysis of the surplus account for the si\ piccedmg fiscal periods, 
as disclosed by the books, is as follows 


Hot Dog Blast Fuhnai e Company 


May 1, 1923 
May 15, 1923 


Apr 30, 1924 
May 15, 1924 
Apr 30, 1925 
Miy 15, 1925 
Apr 30, 1926 
May 15, 1926 
Ott 15, 1926 

Dec 31, 1926 
Jan 15, 1927 
Dec 31, 1927 
Jan 15, 1928 
Apr 10, 1928 

Sept. 30, 1028 


Analvsis of surplus 

Balanc e 

Cost of relining blast furn u i and i oke 
ovens during March and April, 
1923, in exftss of accumulated re¬ 
serves at Apr 30, 1923 $ 

Net profit for year 
Dividend 

Net profit for year 
Dividend 

Net proht for year 
Dividend 

Additional Federal iiifoine tax for 
year ended Apr 30, 1921 
Net profit, 8 months 
Dividend 

Net profit for year 
Dividend 

Additional Federal income tax for 
year ended Apr 30, 1925 
Net profit, 9 months 


$ 


70,000 00 
190,000 00 
240,000 00 
175,000 00 
4,320 00 
200,000 00 
200,000 00 
2,300 00 


679,791 25 


206,000 00 
272,000 00 
195,000 00 

263,000 00 
287,000 00 

308,328 75 
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Debits Credits 


Sept. 30, 1928 


Sept. 30, 1928 


Sept. 30, 1928 


Sept. 30, 1928 


Addition to reserves for depreciation 
necessary to make total reserved 
from May 1, 1923 to Sept. 30, 1928 

equal to 4 % per annum. 

Cost of relining blast furnace (work 
done August and September, 1927) 
in excess of accumulated reserve at 

Sept. 30, 1928. 

Reserve for rclining coke ovens trans¬ 
ferred to surplus, as it will not be 
needed in view of new construction 

about to be made. 

Balance. 


Totals 


$ 24,000.00 


78,750.00 


$ 90,000.00 

1,116,750.00 

$2,301,120.00 $2,301,120.00 


The following conditions are also disclosed by your examination. 

1. You find that the plant values shown by the books are at cost and 
that the provisions for depreciation during the last six fiscal operating 
periods are as shown below. You find that an average rate of 4 per 
cent per annum on the book cost of the entire plant at the close of 
each fiscal period is a reasonable basis for depreciation, and this 
rate and method have been acquiesced in by the Treasury Depart¬ 
ment for income-tax purposes. 


Pnriod ending 

Plant value 

Depreciation 

provided 

Dll books 

April 30, 1!)24. 

$2,700,000 

$100,000 

April 30, 1925. 

2,900,000 

100,000 

April 30, 1926. 

3,000,000 

120,000 

December 31, 1926. 

3,000,000 

80,000 

December 31, 1927. 

3,100,000 

124,000 

September 30, 1928. 

3,300,000 

123,000* 


* Indudiiig Hurplua adjustment of S24,000. 


2. A report of the Wisconsin Appraisal Company made as of September 
30, 1928, as a preliminary to this refinancing is presented to you. 
It states that the sound value of the company’s plant, including the 
real estate, is in excess of the cost less depreciation reserves as shown 
by the books of account to the extent of #900,000 exclusive of the 
old coke ovens, which the appraisers do not undertake to value. 
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3. The contractors who are erecting the new coke ovens have agreed 
to take over the old coke ovens and to utilize as much of the mate¬ 
rial contained therein as possible in the erection of the new ovens, 
allowing therefore a salvage value of ®400,000 which is to be applied 
in reduction of the contract price for the new ovens. The process 
of scrapping may be regarded as complete at September 30, 1928. 

4. Blast furnace relining reserve has been provided on the basis of 25 
cents per ton of iron produced. Coke-oven relining reserve has 
been provided on the basis of 10 cents per ton of coal coked. You 
are to assume that this provision is scientifically correct and is based 
on the company's past experience. Production during the past six 
periods has been as folloAvs: 


Period piidiiip: 

Iron produi cd, 

(Vial coked, 

ions 

tons 

April 30, 1924. 

98,000 

176,000 

April 30, 1325. 

110,000 

175,000 

April 30, 192G. 

83,000 

149,0(K) 

December 31, 1920. 

78,000 

110,000 

December 31, 1927.. 

117,000 

100,000 

September 30, 1928. 

39,000 

130,000 


525,000 

900,000 





5. Your examination discloses that the market \alue of the inventory 
at September 30, 1928, was $75,000 in excess of its cost owing to a 
recent heavy advance in coal prices. 

6. You are satisfied that the only contingimt liability of the company 
is a suit for $5,000 breach of contract alleged to have occurred in 
1928. 

7. The company's income tax has been paid and its returns have been 
reviewed and final adjustments made through the year ending 
December 31, 1927. Deductions for relining costs are taken on the 
income-tax returns when the expenditure is actually made and not 
as the reserve for relining is set up. The 1928 tax reserve therefore 
calls for adjustment by you. 

Prepare the balance sheet and certificate which, under the condition 
as outlined, you would furnish to the banker. Write off unamortized 
discount and expense of old bond issue and the premium paid on the 
retirement of the issue as direct surplus charges at September 30, 1928. 
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Problem 81 


(Wisconsin, November, 1924) 


The Wisconsin Canning Company was organized January 7, 1922. 
The directors believe that previous financial statements were erroneous 
and engage you to make an audit for the years 1922 and 1923. The trial 
balances taken from the books as of December 31, 1922 and 1923, are as 
follows: 

Thk Wisconsin Canning Company 


1922 1923 


Cash on hand. 

. S 24.00 S 24,00 

Cash in bank. 

. 6,315.88 

7,617.76 

Accounts receivable. 

. 48,562.77 

27,647.43 

Notes receivable. 

. 20,000.00 

5,830.00 

Inventory. 


5,763.17 

Plant. 

. 10e,725.51 

127,350.13 

Real estate. 


10,000.00 

Purchases. 

. 313,810.31 

352,123.18 

Direct labor. 

. 21,312.24 

30,068.88 

Indirect labor. 

. 3,003.02 

5,449.00 

Factory expense. 

. 10,307.47 

10,289.53 

Interest. 

. 624.00 

3,200.00 

Selling expenses. 

. 18,876.87 

9,937.85 

Administrative expenses. 

. 11,040.59 

7,818.63 

Dividends. 


25,000.00 

General expenses. 

. 3,952.25 


Federal income tax. 


20,417.91 

Bad debts. 


975.00 

Taxes. 


4,065.00 

Repairs. 

7,355.63 

2,023.01 

Investments. 

37,163.71 


Totals. 

. #60,3,677.25 $655,600.54 

Accounts payable. 

. $ 25,747.10 

$ 32,880.27 

Notes payable. 

. 41,500.00 

16,000.00 

Mortgages. 

. 14,000.00 

14,000.00 

Capital stock. 

. 75,000.00 

75,000.00 

Surplus. 


76,007.94 

Sales. 

. 453,430.15 

426,712.33 

Dividends unpaid. 


15,000.00 


Totals. $609,677.25 $655,600.54 


The following adjustments were found necessary as of Dec. 31, 1922: 


1. The plant account contains the following kinds of property: 


Electrical equipment. $ 9,995.93 

Process equipment. 56,224.67 
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2. The land cost the company $5,000, while the cost of the buildings 
was $35,504.91. 

3. Canned goods valued at $1,500 were purchased in December, 1922, 
and included in the inventory but were not entered in the purchases 
account until the next year. 

4. Accrued interest was not recorded on notes receivable for $400 or on 
notes payable and mortgage for $1,800. 

5. It is deemed advisable to set up a reserve for bad debts of 2 per cent 
on accounts receivable. 

6. The repair account shows that a new motor was purchased for 
$1,500 which was charged to expense. 

7. Sales on account already shipped amounting to $5,304 were not 
entered on books until Jan. 13, 1923. 

8. Taxes for 1922 paid during 1923 were $2,030. 

The following adjustments were found necessary as at December 31, 
1923: 

1. Analysis of the plant account shows that the value of the buildings 
has been arbitrarily appreciated $7,700, aisj) that process equip¬ 
ment which cost $12,000 was sold for $7,000. This latter amount 
was credited to the plant account, and no entry made for the dis¬ 
posal of the machine. Additional process equipment was pur¬ 
chased for $24,924.62. Real estate formerly carried in the plant 
account is now carried separately. 

2. Material for an addition to the buildings, amounting to $3,500, 
has been charged to purchases. The labor account shows a charge 
of $750 for labor on this addition. 

3. Sales to the amount of $1,500 have been entered on the books. 
These goods were on hand December 31, 1923, and included in the 
inventory. 

4. Purchases for $500 have been received and taken into the inventory 
but were not entered on the books until the next year. 

5. Accrued interest was not lecorded for $50 due to the company and 
$2,100 payable on borrowed funds. 

6. The reserve for bad debts is to be increased to 4 per cent of the 
accounts receivable. 

7. Accrued taxes amounting to $2,065 were not entered. 

8. A 20 per cent dividend was declared and partially paid. 

9. Inventory Dec. 31, 1923, amounted to $11,651.35. 

10. The amount of Federal income tax is to be accepted as correct. 

11. Your examination shows a fair rate of depreciation is 10 per cent 
on electrical equipment, 15 per cent on process equipment, and 3 
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per cent on buildings. Calculate depreciation on the correct bal¬ 
ance on December 31 of each year. 

You are to prepare the following: 

1. Work sheets, in accordance with good accounting practice. 

2. Final adjusting entry. 

3. Comparative balance sheets. 

4. Comparative profit and loss statements. 

5. Analysis of surplus. 

6. Reconciliation of surplus. 

7. Statement showing the analysis of increase in worlcing capital. 



SECTION XII 


CORPORATIONS—MISCELLANEOUS 
Problem B2 

(American Institute of Accountants, November, 1943) 

From the following—(a) compute the book value of Q\s preftuTcd and 
common shares on the date of his death and determine the amount of the 
company's non-interest-bearing note to be issued to the deceased’s 
estate; also (b) prepare a comprehensive columnar work-sheet slunving 
adjustments to the bookkeeper’s statements. 

No consideration need be given to possible adjustment of accrual for 
1943 federal income taxes. 

Q and R, the two shareholders of the Q R Company, made an agree¬ 
ment in 1938 which contains the following clause: 

‘‘In the event of withdrawal from the company or death of either 
party, the remaining party shall cause the corporation to issue, in 
exchange for all the preferred and common stock then held in the name of 
the withdrawn or deceased party, a non-interest-bearing note (payable to 
the withdrawn party or the deceased’s estate in equal cash instalments 
over a period of ten years) in an amount equal to book value, which shall 
be determined by a certified public accountant of recognized standing in 
accordance with prevailing accounting principles, plant and equipment 
now carried on the basis of December 31, 1928, appraisal, to be included 
on the basis of depreciated cost.” 

Q died on March 31, 1943, on which date he owned 2,100 shares pre¬ 
ferred and GOO shares common stock of the company. In order to deter¬ 
mine the amount of the above note, the books were closed as of the date 
of death. 

The following condensed balance-sheet of December 31, 1942, had 


been prepared by the bookkeeper: 

Net assets. $1,482,740 

Capital 

$5 cumulative preferred stock, no-par value—3,500 shares. . . . $ 322,000 

Common stock, no par value—1,000 shares. 75,000 

Surplus 

Balance at December 31, 1942. 1,085.740 

$1,482,740 


157 






158 


C.P.A. PROBLEMS AND QUESTIONS 


The bookkeeper also prepared a Btatement of profit and loss showing 
that $26,250 had been earned in the three months ended March 31, 1943. 
Upon examination of the accounts it was found that the surplus of Decem¬ 
ber 31, 1942, was made up as follows: 


1. Appreciation reserve . . . . 

Original amount Dec. 31, 1928.. . . 
Leas 5 % per annum to Dec. 31, 1942. 


I 55,800 

$186,000 
130,200 
$ 55,800 


2. Reserve for renegotiation of war contracts . 250,000 

Final settlement on all contracts was made with the War Depart¬ 
ment in February, 1943, whereby for each of the 16 months com¬ 


mencing March 1, 1943, a deduction of $8,500 was to be made from 
amounts otherwise due from the War Department. 

3. Reserve for war-plant amortization 85,440 

Provision for the year 1942, permitted as a dedui liuii fiuiii taxable 
income. 

4. Reserve for loss on inventory realization 105,000 

Unchanged since 1938. Inventories now valued at low ei of cost or 
market. 

6. Reserve for 1942 income taxes. 100,000 

Of this amount $25,100 was needed to increase the accrual lsIiowii 
among current liabilities to the correct amount of the tax due on 
1942 net income. 

6. Sinking fund reserve . 179,350 

Eight annual provibions of $20,000, plus interest on sinking-fund 
investments. The sinking fund relates to a 20-year $400,000 bond 
issue. 

7. Earned surplus 340,900 

Together $1,116,490 


Less— 


8. Treasury stock 30,750 

300 shares prefeirud stock, puichased on June 30, 1942, fiom li at 
$100 per share plus dividend accrued since December 31, 1941. 

Balance at December 31, 1942... . . . $1,085,740 


It was also found that— 

9. Interest of $1,525 on sinking-fund investments had been credited to the sinking- 
fund reserve on March 31, 1943. 

10. Preferred dividends had accrued since December 31, 1941. 

11. The $26,250 proht item represents the surplus profit of the three months ended 
March 31, 1943, after deducting: 


(a) $ 2,325 for depreciation of appreciation. 

(b) $ 8,500 paid on account of renegotiation settlement. 

(c) $21,360 for amortization of war plant. 

(d) $62,110 for accrued federal income taxes. 
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Problem B3 


(American Institute of Accountants, May, 1941) 

Prepare an estimate of the fair market value of the stock of the Hall 
Instrument Company. Submit full explanations and computations. 

The Hall Instrument Company was organized January 1, 1936, to 
manufacture precision instruments and has been successful from the out¬ 
set. The company has developed a number of minor patents which do 
not appear on the books as assets. However, there are no basic patents 
and no important secret processes. The record to date appears to be 
due largely to good production management, lack of severe domestic 
competition, success in importing skilled labor, and effective selling effort. 
In 1940 competition was becoming more active and profits were some¬ 
what curtailed as a result. J. B. Hall (president and general manager) 
died late in 1940, and his efforts will be seriously missed, with respect to 
selling as well as production. Notwithstanding these adverse factors the 
prospects of the enterprise for the next three or four years appear to be 
good. If control is purchased by the Bowen-Cross Co. it is expected that 
an aggressive and capable management will be in charge. On December 
31, 1940, unfilled orders are at the highest point in over two years. 

The Bowen-Cross Co. is considering the purchase as of December 31, 
1940, of 4,000 shares of the common stock of the Hall Instrument Com¬ 
pany held by the estate of J. B. Hall. 

The following balance-sheet, summary of income and expenses, 
together with special other data relating to the operations and accounting 
of the Hall Instrument Company were compiled by a public accountant 
acting for the prospective buyer: 

(1) Condensed balance-sheet at December 31, 1940— 


Cash. I 30,000 

Receivable'S (net). 25,000 

Insuraniic on J. B. Hall. 50,000 

Inventories. 40,000 

Land. 30,000 

Buildings and equipment (net). 60,000 

3f;235,000 


Acpounta payable.$ 25,000 

Accrued liabilities. 15,000 

Mortgage payable (6 %). 45,000 

Capital stock (5000 shares). . . 50,000 

Surplus. 100,000 


3235,000 


(2) Income and earned surplus data— 


Expenses, Interest Net Accumulated 

Year Sales and Taxes Profit Dividends Surplus 

1936 . 3 60,000 355,000 $ 5,000 3 1,500* 3 3,500 

1937 . 90,000 65,000 25,000 1,500* 27,000 

1938 . 100,000 70,000 30,000 25,000 32,000 

1939 . 118,000 80,000 38,000 25,000 45,000 

1940 . 105,000 75,000 80,000** 25,000 100,000** 


♦ Prcferrpd dividenda. 

** Includes Burnlus from life inaurance receivable. 
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(3) At the date of organization the company issued 250 shares of 6 
per cent preferred stock, par JlOO each. This stock was redeemed 
December 31, 1938, at the redemption price of #105 per share; the 
premium was charged to general expense. 

(4) The company is the beneficiary of an insurance policy on the life 
of J. B. Hall in the amount of $50,000. It is expected that the 
full amount will be collected early in 1941, and the present plan 
is to use a part of the proceeds to pay off the balance of the 
mortgage. The original amount borrowed (on January 1, 1930) 
was $00,000, and 5 per cent of the principal of this mortgage has 
been paid each year. 

(5) Organization costs, commissions, etc., totaling $7,000 were 
written off at the end of 1938. These costs were all bona fide 
charges incurred in launching the company. 

(0) Accrued depreciation on books totals $15,000; to be wholly ade¬ 
quate, the reserve should be increased by $10,000. The facilities 
are of modern type and there is no marked divergence between 
original cost and replacement cost. 

(7) Mr. Hall’s annual salary was only $5,000; a more reasonable 
figure for the type of service rendered is $12,000 per year. 

(8) The amount of the allowance for bad debts is satisfactory and the 
inventories are properly priced. 

(9) The fair market value of the company’s land, determined by 
competent realtors, exceeds the cost (and book value) by at least 
$ 20 , 000 . 

In addition the following determinations and estimates are made with 
respect to the position and prospects of the Hall Instrument Company; 

(10) The gross volume of business for the next three or four years is 
expected to average around $110,000. 

(11) Land and building facilities are adequate but to maintain its posi¬ 
tion the company should spend around $25,000 in the near future 
for new equipment. The investment in new equipment, if made, 
will increase depreciation charges about $5,000 annually. 

(12) Aside from points noted above, the company’s operating expenses 
are expected to average $5,000 per year in excess of their average 
of the past three years. 

(13) Federal income and excess-profits taxes are expected to average 
$7,500 per year in excess of the level of these taxes of the past 
three years. 

(14) If Bowen-Cross Co. acquires control it is expected to raise the 
money for the additional equipment required through the issue of 
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capital stock. Working capital requirements for the future are 
assumed to be taken care of by existing resources, including the 
balance of cash from life insurance proceeds. The amount of 
current liabilities on December 31, 1940, is a fair estimate of 
average liabilities for the future. 

(15) It is unsafe to assume that the rate of profits to be earned after 
the next four years (1941-1944) will exceed an ordinary rate of 
return on business investments of this general character. The 
directors of the Bowen-Cross Co. feel that the commitment should 
not be made unless a net return of at least 6 per cent on the 
investment, with adequate protection for principal, seems to be 
reasonably assured. 

Problem 84 

(Wisconsin, November, 1944) 

The following is the balance sheet of R. Manufacturing Company at 
December 31, 1943. 

R MANUFACriTHINf. CoMPANY 
Balance bheet, December 31, l')43 


A ssets 

Cash « 100,000 

Accounts receivable 60,000 

Inventory 375, OOO 

Fixed afasets 405,000 

Total assets 1,030,000 

Liabiliius and JV cf Worth 

Notes payable 50,000 

Aceounth payable 100,000 

Aecrued expenses 25,000 

Reserve for doubtful accounts 10,000 

Reserve for obsolete iiiveniory 25,000 

Ri ‘serve for depreciation fixed assets 110,000 

Capital stock—4,000 sh $100 par value 400,000 

Surplus 310,000 

Total liabilities $1,030,000 


The capital stock of R. Manufacturing Company is ot\ned as follows: 


A 1,600 sh. 

B 800 sh 

r 800 sh 

Alisf ellaiipous stockholders 800 sh. 

Total 4,000 sh. 


Because of present high corporate income taxes it appeared advanta¬ 
geous to change from a corporation to a partnership. The stockholders 
V ere notified to approve of the change at a special stockholders^ meeting. 
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Stockholders A, B, and C approved the change, but the remaining 
stockholders demanded their prorata share of the net assets in cash. 

On January 2, 1944, the corporation sold its oldest building for $50,000 
cash. The building originally cost $100,000; the accumulated deprecia¬ 
tion amounted to $40,000. 

The remaining assets exclusive of cash were appraised as follows: 


Accounta receivable. 35,000 

Inventory. 290,000 

'Fixed asaeta. 300,000 


A, B, and C formed the X partnership to take over all the noncash 
assets at the appraised values, assume all the liabilities of the corpora¬ 
tion, and surrender sufficient stock at book value in payment. 

The capital accounts and profit-and-loss ratio of A, B, and C in the 
partnership are to be in the same proportion as their stock holdings in 
the corporation. 

After the transfer of the assets and liabilities to the partnership it 
became apparent that the partners needed operating cash, and D was 
therefore invited to join as a partner. 

D agreed to pay $150,000 cash into the partnership for a 20 per cent 
interest in the total capital 'provided A and B, who formerly spent about 
40 per cent of their time in another company which was somewhat com¬ 
petitive, would devote their entire time to managing the new partnership. 
A and B agreed to this arrangement, D made his contribution, and the 
partnership was ready for business. 

Required: 

Worksheet showing dissolution and liquidation of the corporation. 

Submit complete journal entries: 

1. On books of corporation. 

2. On books of partnership. 

Balance sheet of new partnership. 

Statement showing amounts received by stockholders of the corpora¬ 
tion in liquidation. 

Ignore income taxes in your solution. 

Problem B6 

(American Institute of Accountants, November, 1944) 

The Big Three Corporation contemplates dissolution primarily because 
one of the three stockholders may be regarded as unfriendly. Adams 
and Brown, two of the stockholders, agree to form a partnership. 
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From the information submitted hereafter prepare a balance-sheet of 
A & B Co., Partnership, as at December 16, 1943, after giving effect to 
the dissolution of the predecessor organization in accordance with a pro¬ 
posed reorganization agreement. 

Applicable data are enumerated below: 

1 A balance-sheet of the Big Three Corporation as at December 16, 
1943, is as follows. 

Current assets. 


Cash 


$ 95,000 

Receivables, less reserve *22,000 


135,000 

Inventories 


225,000 

Investments 


20,000 

Total current assets 


$475,000 

Property—stated at appraisal value determined as at Derember 

16, 1943 

$125,000 


Less reserve for depreiiation 

27,500 

97,500 

Treasury preferred stock (par value *40,000), at cost 


47,250 

Other assets 


10,000 

Prepaid expenses 


4,500 
*634 250 

Ltahihties 



Current liabilities' 

Note payable—Mr Case, stockholder 


$ 30,000 

Accounts payable—trade 


110,000 

Accrued liabilities 


8,000 

Accrued federal income tax 


24,000 

Total current liabilities 


$172,000 

Reserve for contingencies 


50,000 

Capital stock and surplus 

Capital stock— 

Preferred stock—par value $100 (entitled to *110 in liquida¬ 
tion), authorized 1,000 shares, in treasury 400 shares. 

outstanding 600 shares 

$100,000 


Common stork—no-par-authorized 200,000 shares, issued 
and outstanding, 100,000 shares at nominal value of *1 00 

per share 

100,000 


Paid-in surplus 

150,000 

$350,000 


Revaluation surplus arising from property appraisal as at Decern- 

her 16, 1943 

50,000 


Lamed surplus 

12,250 

412,250 


*634,250 


2 The capital stock records of the corporation as at December 16, 1943, 
indicate that there are three stockholders who have retained their 
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respective interests since corporate organization prior to 1935, as 
shown by the following tabulation: 


Preferred Common 


Stockholder Total Paid-in Shares Paid-in Shares Paid-in 

Adams. 3^115,000 300 $30,000 35,000 $ 85,000 

Brown. 105,000 100 10,000 40,000 95,000 

Case. 90,000 200 20,000 25,000 70,000 

$310,000 ^ $60,000 100,000 $250,000 


3. In accordance with a reorganization agreement, the corporation will 
acquire the stock interest of Mr. Case and thereafter the corporation 
will be dissolved by an appropriate disposition of its net assets. 

4. In order to finance the acquisition of the stock interest of Mr. Case, 
the property was appraised (as summarized below) as a basis for an 
$80,000 mortgage satisfactorily arranged by the corporation with a 
bank. The appraisal made as at December 16, 1943, and reflected 
in the general books is summarized as follows: 


BddI^s l)[‘f()rc lliwjdiialiDii 
Appraisal Appraisal Surplus 

Prnpprty.$125,000 $70,000 $55,000 

Accumulated reserve. 27,500 22,500 5,000 

$ 97,500 $47^0 $^)7^ 

5. The stock interest of Mr. Case is to be acquired by the cash payment 
of $110 per share for the preferred stock and $3 per share for the com¬ 
mon stock. Such reacquired stock is to be canceled. 

6. After acquisition of the stock interest of Mr. Case, disposition of the 
net assets of the corporation in complete liquidation and dissolution 
is to be made as set forth below: 

(a) The note payable to Mr. Case is to be paid. 

(b) The investments (having a quoted market value of $35,000 as at 
December 16, 1943) reflected in the balance-sheet of the corpora¬ 
tion are to be distributed at the market value (incident to the 
complete liquidation) to Mr. Brown. 

(c) The reserve for contingencies represents a contingent liability on 
account of guarantees under contract Avhich is to be settled by 
the corporation at 25 cents on the dollar. 

(d) The remaining assets are to be acquired and liabilities (including 
the $80,000 mortgage) to be assumed by a partnership organized 
by Adams and Brown. Mr. Broivn invests cash in the partnership 
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as necessary to equalize his partnership interest with that of Mr. 
Adams. 


Problem B6 

(Ohio, October, 1943) 

The Distributors’ Sales Corporation, operated by A and B, is owned 
by the following stockholders; A, 150 shares; B, 150 shares; A's son, 
100 shares; and the wives of A and B, 300 shares each. Original cost 
was $100 per share. 

B died in September, 1942; therefore A is required under an agreement 
to purchase all the stock owned by B and his widow at book value as 
shown by an audit to be made as of the close of the month in which 
B died. The audit is to be made in conformity with generally accepted 
accounting principles consistent with those of preceding years but with¬ 
out any value for goodwill. 

Audit was made as of September 30, 1942, and settlement completed 
with B’s widow December 1, 1942. The adjustments to the trial balance 
should include a reduction in reserve for doubtful accounts of $2,000 and 
an increase in merchandise book inventory of $6,000. Depreciation, 
deferred insurance, and accruals have been provided for monthly. The 
income-tax deduction for bad debts is on a reserve basis. 

For your adjustment of reserve for Federal income tax you are to use 
an excess-profits credit and specific exemption of $50,000 and apply 
1942 normal and surtax rates of 24 and 16 per cent, respectively, for 
corporations with income in excess of $50,000. 

Life insurance in the amount of $25,000 on the life of B and payable 
to the corporation was received prior to settlement with B\s widow. 
A agreed to accept as his liability the legal and accounting fees of 
$5,000. 

The corporation’s year ends December 31, 1942, and A and his asso¬ 
ciates pursuant to a plan of liquidation adopted on December 2, 1942, 
having decided to dissolve the corporation on that date, form a partner¬ 
ship to become effective January 1, 1943. The capital of the partnership 
is to be made up as follows: A with his wife and son to contribute 70 
per cent of a total partnership capital of $120,000, to be divided as follows; 
A, 25 per cent; his wife, 25 per cent, and his son, 20 per cent. The 
balance, or 30 per cent of $120,000, is to be contributed in cash by C, 
an associate. All the remaining corporate assets after liquidation are 
to be transferred to the partnership with cash adjustments between A, 
his wife, and son for any differences. 

There are no other adjustments at December 31 other than those made 
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for September 30, 1942, except, of course, the changes necessary both 
for life insurance adjustments and additional reserve for Federal income 
and excess-profits tax. After providing for all liabilities of the corpora¬ 
tion as of December 31, 1942, you are to state the amount of the final 
liquidating dividend entry neeessary to close the corporation books 
completely. 

You are then to prepare the opening entries for the partnership books 
and show clearly the financial position of all original stockholders plus a 
statement of their taxable income from the corporation other than for 
salaries or other items which are not required in this problem. 

Trial balances were as follows: 


Year, 1042 

Cash 

Accounts receivable 
Merchandise inventory 
Office equipment . 

Cash-surrender value 
Life in su ran re A 
Life insurance B 
Unexpired insurance 
Accounts payable 
Officers’ accounts: 

A 

B 

Reserve for doubtful accounts 
Reserve for depreciation 
Accrued salaries and commissions 
Accrued county taxes, etc 
Reserve for Federal income and excess- 
profits tax: 

1941 

1942 

Capital stoLk 

Surplus 

Sales 

Meri’handise account 
Selling expense 
Administrative 

Provision for doubttul accounts 
Officers’ life insurance premiums: 

A. ... 

B. . 

Sales discount 

Liquidating dividend paid, December 15, 
1942 
Totals 


September 30 December 31 


$107,200 

1 53,900 


90,000 

60,000 


60,000 

44,000 


9,000 

9,000 


5,000 

5,300 


4,000 

4,000 


500 

550 


s 

15,000 $ 

5,000 

10,000 

10,000 



5,000 

5,000 


8,000 

9,200 


2,200 

2,350 


5,000 

3,000 


2,400 

2,600 



8,000 




18,800 


18,800 


100,000 


100,000 


75,200 


100,200 


500,000 


700,000 

356,000 


506,000 


36,000 


56,000 


49,400 


55,000 


2,000 


3,200 


500 


1,000 


400 


400 


9,600 


12,800 




125,000 


5739,600 

$739,600 $946,150 $946,150 
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Problem 87 

(Wisconsin, November, 1945) 

The directors of the A Company, manufacturers of heavy machinery, 
not satisfied with the progress the company was making in handling war 
contracts in 1942, made an offer to Mr. B to be president and general 
manager of the company. Mr. B accepted the offer and entered into a 
contract effective July 1, 1942, for a period of five years at an annual 
salary of S15,000, plus a bonus of 73^ per cent of net profits before income 
taxes, the bonus to be paid after the close of each calendar year. 

Mr. B proved capable in his position. The company’s performance on 
war contracts improved, and the company prospered. 

All the common stock of A Company was owned by a family group. 
The sudden termination of the war caused this group undue alarm, and 
it determined to dispose of this stock. 

Mr. D, a promoter, was consulted, and the following was the result of 
that conference: 

C Company was organized with an authorized capital stock of 1,000 
shares at a par value of II per share. The company was incorporated 
October 1, 1945. Mr. D acquired the stock of Company C for 11,000 in 
cash. 

On October 1, 1945, C Company made a temporary loan from a finance 
company for 1800,000 guaranteed by the family group that owned the 
stock of A Company. 

On October 2, 1945, C Company purchased all the common stock of 
A Company from this family group for 1800,000, and the stock was duly 
transferred to C Company. 

Mr. 1) owned the stock of the C Company, who in turn now owned all 
of the common stock of the A Company, and caused the A Company to 
execute a trust mortgage for 1300,000 at 6 per cent due in 10 years on its 
plant, machinery, and real estate on October 2, 1945. The mortgage 
note was signed for the company by the vice-president and the secretary. 

On October 3, 1945, C Company gave its note to A Company for 
1800,000 at 3 per cent due in five years. C Company used this money 
to repay its temporary loan. 

Mr. D also arranged for another loan of 1400,000 to A Company from 
the finance company, Mr. D to receive a financing commission of 10 per 
cent of the amount for negotiating this loan. The loan was dated 
October 4, 1945, with interest at 6 per cent. Accounts receivable 
totaling 1400,000 were pledged to the repayment of this loan. 

Mr. B, the president of A Company, had been away on a business trip 
and did not return until October 8, 1945. All of the foregoing had been 
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done during his absence and without his knowledge. He asked for an 
explanation and, getting no satisfaction, decided to take some action 
himself. His contract for services as president and general manager did 
not expire until June 30, 1947. Mr B also consulted with a holder of a 
substantial block of the preferred stock concerning this matter He and 
this preferred stockholder engaged you and an attorney to make an 
investigation 

You find that the trial balance of A Company for the nine-month period 
ended September 30, 1945 is as follows: 


A Company 

Trial balance, September 30, 1445 


Cash 

U S tax notes 

Accounts rcLcivabli 

Inventory—raw malt nil 

Work in prot ess 

Finished goods 

Land 

Building 

Reserve for depreciation 
Machinery 

Reserve for depienation 
Office furniture and fixtures 
AcLoiints payable 

Loan payable-bank—dm Oitober 15, 1415 

State unemploynunt t ix payable 

Federal unemployment tax accrued 

Payroll tax p lyable 

Reserve for income taxes 

Preferred stock 

Common stock 

Surplus 

Purchases 

Labor 

Manufacturing expenses 
Selling expenses 
Sales 

Discount on jiurchases 
Interest 
Totals 


Debits Credits 


* 600,000 
550,000 
500 000 
200 000 
100,000 
150 000 
40 000 
400,000 

$ 100,000 

300 000 

70,000 

5 000 


500,000 
400,000 
8,300 
2,700 
84 000 
800 000 
200 000 
300 000 
278,625 

1,800,000 
1 860 000 
550,000 
70 000 

1 685,375 
3 000 

12 000 


$7 437 000 $7 437 000 


You also find that the inventories at September 30, 1945 were as 
follows- 


Raw material. 
Work in process 
Finished goods 


« 200,000 

750,000 

50,000 
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Unexpired insurance at December 31, 1944, amounted to J400 and 
expired April 1, 1945. The new insurance policies became effective 
April 1, 1945, and will expire April 1, 1948. No accruals for expired 
insurance were set up during the year, but all were charged to manu¬ 
facturing expense. The premium on the new insurance amounted to 
$3,600. 

There is an unpaid liability for war contract renegotiation in the net 
amount of $250,000 on work completed and shipped in 1945 that has not 
been recorded on the books of the company. 

Depreciation for 1945 is to be setup as follows: 

Building. . . 4 % 

Miichinery. . . 10% 

P^umitiire and fixtures. . 10 % on diminishing \alue 

Factory wages accrued as of September 30, 1945, payable October 5, 
1945, and not recorded on the books amounted to $37,500. When these 
wages were paid, $7,500 was withheld for income taxes and $375 for social 
security taxes. The rate for state unemployment tax is 2.7 per cent, 
and the rate for Federal unemployment tax is 0.3 per cent. 

Loans payable amounting to $400,000 with interest at 6 per cent for 
90 days are due on October 15, 1945, and were paid on that date. No 
accruals for interest have been recorded on the books. 

A quarterly payment of $250,000 is due October 15, 1945, on 1944 
income tax. 

Cash in the amount of $100,000 was received on October 10, 1945, in 
payment of accounts receivable. Of the amount received, $50,000 was 
in payment of accounts receivable pledged, and that amount w'as paid 
to the finance company on that day, together with interest on the amount 
repaid. 

The office payroll liability for the period ending October 15 amounts to 
$10,000 and is payable October 16. 

The factory payroll liability for the period ending October 15 amounts 
to $38,000 and is payable October 20. 

Shop supplies received October 5 were invoiced at $25,000, of which 
$500 was used in manufacture by October 15. 

Finished goods in the amount of $25,000 were shipped on October 10, 
1945. 

It was found that it would take at least 30 days to convert even a small 
portion of the ''work in process” into “finished goods.” 

Required: 

Profit and loss statement for the nine months ended September 30, 
1945. 
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Balance sheet as at September 30, 1945. 

Working papers summarizing all transactions as given between October 
1 and October 15, 1945. 

Analysis of working capital position as of October 15, 1945, after giving 
effect to transactions since October 1, 1945. 

Schedule showing substantial transactions following October 15, 1945, 
and their effect on the working capital of A Company. 

Explain briefly wliat all these transactions have done to Mr. B’s 
employment contract and to the preferred stock. 

Problem BB 

(Ohio, October, 1943) 

The Appliance Corporation operates one plant with two divisions, 
A and B, making engine parts in one and chassis parts in the other. 
Late in 1941, the company signed a government contract for the produc¬ 
tion, during 1942 and 1943, of 100,000 units of aircraft propeller parts, on 
a basis of manufacturing cost plus a fixed fee of 180,000 with interim 
payments of $10 per unit as each 100 units are shipped, final settlement 
and adjustment to be made upon completion of the entire lot. This 
government contract will require all the present production facilities, 
plus some additional e(iuipment, of Division B, the company suspending 
its normal operations in that department but continuing its regular engine 
parts production in Division A, As of December 31, 1942, the govern¬ 
ment canceled its contract, up to which date 50,000 units of propeller 
parts had been delivered and paid for. No special provisions relative to 
cancellation were included in the contract. 

Following is a trial balance of the company's general and factory 
ledgers at January 1, 1942: 
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Appliance Cohporatidn 


Trial balance, January 1, 1942 


Cash. 

Accounts receivablB. 

General stores. 

In-process goods: 

Division A. 

Division B. 

Finished goods: 

Division A. 

Division B. 

Land. 

Building. 

Machinery and equipment. 

General office furniture and fixtures. . 

Prepaid insurance. 

Factory ledger control. 

Accounts payable. 

Accrued factory payroll. 

Accrued taxes. 

General ledger control. 

Reserves for depreciation: 

Building. 

Machinery and equipment. 

General office furniture and fixtures 

Capital stock. 

Surplus. 

Totals. 


General ledger Factory ledger 
$168,500 
90,000 

$105,000 

35,000 

14,600 

70,000 

15,000 

25,000 
150,000 
300,000 
15,000 
500 
23!), 600 

$ 85,000 
10,000 
40,000 

$239,600 

30,000 

90,000 

3,600 

500,000 

230,000 

$988,600 $988,600 $239,600 $239,600 


During the year all of Division A's in-process and finished inventory 
on hand at the beginning of the year had been sold but Divison B's stocks 
as of January 1 were still on hand at December 31, and it was estimated 
there would be an obsolescence loss therein of 50 per cent. It was 
further agreed that there would be a shrinkage in value of raw materials 
in stock of S5,000, due to nonadaptability to the manufacture of the 
company’s normal product. Cost of rearranging plant facilities for 
resumption of normal operations in Division B will approximate $1,000. 

The summarized transactions as recorded for the year 1942, before 
any adjustments, were as follows: 
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Distribution on Factory Ledoer 



General 

ledger 

Division 

A 

Division 

B 

General 

manufac¬ 

turing 

expense 

Sales—engine parts. 

$245,000 




Sales—propeller parts. 

500,000 




Cash received on account. 

700,000 




Purchases and bills incurred on account: 





Raw materials and factory supplies. 

275,000 




Fuel. 

5,000 



$ 5,000 

Insurance. 

2,000 




Electric current purchased. 

1,800 




Water. . . 

250 



250 

Miscellaneous selling expense . ... 

2,000 




Administrative and general expenses. 

3,000 




Additional machinery (January 1) for 





war contract. 

50,000 




Payrolls disbursed during year: 





Sales 0 flice. 

20,000 


1 

Oflicers’ anti office pnyroll. 

50,000 


i 

Factory. 

320,250 




Unpaid factory payroll December 31 ... 

12,000 




Direct labor charged. 


$55,000 

$220,000 


Indirect labor. 




27,300 

Supervision. 


4,030 

7,520 

7,500 

Withdrawals from stores. 


75,000 

185,000 

5,000 

Taxes paid. 

48,500 




Taxes accrued (real and personal) 





December 31. 

8,500 




Payments on accounts payable. 

410,000 




Portion of above expenses transferred 





to factory ledger: 





Insurance. 

1, OOO 



1,000 

Electric current. 

1,050 



1,650 

Taxes—real and personal. 

10,750 



16,750 
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Inventories at December 31, 1942 included in-process and finished 
stocks valued, except for overhead as applying to.the current year’s 
production, as follows: 



Division 

Division 


A 

B 

Prior year’s production 


$20,600 

Current production- 



In process: 



Material ri)sl4 

$15,000 

25,000 

Direct labor. 

12,500 

10,000 

Finished goods; 



Material costs. 

7,500 

300 

Direct labor 

10,000 

300 


Provide for depreciation at the following rales: buildings. 2\'2 per cEmt; 
regular machinery and ecpiipment, 10 per cent; special equipment, 20 per 
cent; general office furniture and fixtures, 10 per cent. Prepaid insurance 
at December 31, 1942, amounted to $500. For purposes of this problem 
unallocated manufacturing expenses are to be distributed to Divisions 
A and B on basis of direct labor charges. 

You are to prepare (1) a statement of the balance due from the govern¬ 
ment on the 50,000 units of propeller parts delivered and (2) a statement 
of claim against the government on account of cancellation of the con¬ 
tract, including profit in relation to costs incurred. Disregard Federal 
income taxes. 


Problem 09 

(New York, October, 1941) 

From the following general ledger balances as at December 31, 1940, 
prepare a balance sheet and a statement showing the computation of the 
book value of a share of common stock; 
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Cash . . « 31,800 

Office equipment 12,000 

AccDunta payable 82,500 

Inventory—merchandise 74,250 

Unissued common stock 50,000 

Unissued preferred stnik 30,000 

Premium on sale of capital stock 11,000 

Reserve for taxes 13,500 

Reserve for depreciation of V)uildinp;s 30,000 

Reserve for future shrinkage of inventory values 7,500 

Treasury stock—common 55,000 

Reserve for possible loss in acrounts receivable 14,750 

Reserve for redemption of bonds 79,500 

Surjilus from donation of stock 44,250 

Actounts receivable 88,750 

Reserve for depret lation of inaLhinery and tools 37,500 

Income taxes payable 25,500 

Common lapital stork par tflOO 175,000 

Land and buildings 315,000 

Notis payable 16,650 

Reserve for possible aciidents 20,000 

Notes reelivable disLountid 19,200 

Machinery and tools 95,000 

Preferred capital stock—7', i uinulative, jiar $100, diviilends paid to July 1, 

1939 100,000 

Sinking fund 79,500 

Discount on bonds 5,250 

Organization expense 5,000 

First-mortgage bonds payable 150,000 

Reserve for replairments 30,000 

Notes receivable 39,200 

Reserve for depieiiation of office equipment 1,800 

Surplus 22,100 


Problem 90 

(Ohio, November, 1941) 

The X Corporation operates four separate plants which are located so 
that any one of them can be operated as a separate unit Plants 1, 2, 
and 3 manufacture similar products, but Plant 4 manufactures a product 
different in kind from any of the other three. 

Owing to the defense program the X Corporation finds that the manu¬ 
facture of its so-called nonessential product will be restricted, and there¬ 
fore its board of directors decides to reduce operations. 

A plan of partial liquidation is agreed upon as follows: As of November 
1, 1941, discontinue the operation of Plant 4 Close Plant 3, after trans¬ 
ferring its operations to Plants 1 and 2 and writing down the value of its 
fixed assets to estimated salvage value. 
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The complete plan includea the purchase and cancellation of all pre¬ 
ferred stock for S50 in cash, plus five shares of unissued common stock 
for each share of preferred outstanding. 

Ehiring the period of carrying out the plan, which is estimated to take 
less than 30 days, you are to give effect to certain expenses and losses 
which will be adjustments along wqth the liquidation values and changes 
in the capital structure. You are to use October 31, 1941, balance sheet 
figures, which were as follows: 


X Corporation 
Balancti sheet, Oi tuber 31, H)41 
Assets 

Cash 

Investment securities 

Arcounts receivable—less reserve for doubtful 
Inventories, October 31, 1941 (actual) 

Permanent assets—less depreciation 
Other assets—miscellaneous 
Deferred—prepaid insurant e, etc 


$ 300 000 

100,000 
500 000 
1,300,000 
3,200,000 
150,000 

32,000 S5,582,000 


Ltabihiif s 


Current payables 

Mortgages payable—6 7 d 

Preferred stock—10,000 shares (u) $100 par 

Common stock—no pai, 250,000 shares $10 stated value 

Surplus—earned 


$ 7tK),000 

800,000 
1 , 000,000 
2,500,000 

582,000 $5,582,000 


Plant Vai ui s, OtTuniu 31, 1011 



No 1 

No 2 

No 3 

No 4 

Accounts receivable 

$ 200,000 

$120,000 

$ 80,000 

$100,000 

Inventories 

450,000 

275,000 

250,000 

325,000 

Permanent assets 

1,200,000 

800,000 

700,000 

500,000 

Other assets 

125,000 



25,000 

Deferred 

12,000 

8 000 

7,000 

5,000 

Mortgages payable 

400,000 

300,000 


100,000 


The expenses, gains and losses under the plan will be as follows: 

Plant 3. 

Accounts receivable—collect in cash 90 per cent of October 31, 1941, 
book value, write off balance 

Inventories—transfer at October 31, 1941, book value to Plant 1, 
20 per cent; to Plant 2, 10 per cent Remainder sold in cash 80 
per cent; write off as loss 20 per cent 

Permanent assets—write down October 31, 1941, book value to 40 
per cent 
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Deferred assets—recover 50 per cent of October 31, 1941 book value 
in cash; write off balance. 

Plant 4: 

Accounts receivable—collect in cash 85 per cent of October 31, 1941 
book value; write off balance. 

Inventories—add to October 31, 1941 book value $50,000 adjustment 
of value before sale in bulk. Collect in cash for adjusted book value 
65 per cent, transferred to Plant 1, 30 per cent, and write off balance. 

Permanent assets—sell plant and equipment for total price of $600,000. 
Payable in cash $250,000, assumption of present mortgage, ami 
accept balance in mortgage notes receivable with interest at 6 per 
cent per annum. 

Other assets—collect in cash $15,000, and transfer balance at $5,000 
value to Plant 1. Transfer deferred asset value to Plant 1 at 50 
per cent of book value; write off balance. 

Reorganization expenses—pay out in cash $75,000. 


Opekatinu Results for the Fiscal Year Knded October 31 , 1941 



No. 1 

No. 2 

No. 3 

No. 4 

Net sfilcH. .. 

11,100,000 

$700,000 

$600,000 

$800,000 

Cost of .sjileH.... 

75% 

76% 

78% 

80% 

Selling expenst'. 

10% 

11% 

10% 

12% 

AdminLsIriitive. 

5% 

6*;;, 

6%, 

7% 


Give effect to transfer of production starting November 1, 1941: 

From Plant 3 on the basis of prior years^ sales: 50 per cent 1o Plant 1 
and 30 per cent to Plant 2. 

Balance lost along with 100 per cent of production at Plant 4. 

Plants 1 and 2 will operate with the increased production at expected 
percentages of 75, 10 and 5 per cent for cost, selling and 
administrative. 

You are to submit finished papers as follows: 

Pro forma balance sheet as of November 1, 1941, after giving effect to 
changes outlined in the problem. 

Statement of estimated operating results for the fiscal year ending 
October 31, 1942. 

Estimated earnings per share for this same fiscal year after provision of 
1 per cent for additional expenses before closing and Federal income 
taxes at 50 per cent of net estimated income. 
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Problem 91 


(American Institute of Accountants, May, 1940) 

Corporations A and B are entirely owned and controlled by the same 
interests. 

A^s condensed balance-sheet of December 31, 1939, is as follows: 


Assess 

Current assets. 

Patents. 

Plant. 


Liahilities 

$ 500,000 Current liabilities.$ 350,000 

340,000 Reserve for amortization.... 40,000 

200,000 Capital stock. 50,000 

Capital surplus. 450,000 

Earned surplus. 150,000 

11,040,000 $1,040,000 


The company was organized on January 1, 1938, and on that date 
acquired fully developed patents through the issuance of 34,000 shares of 
capital stock of no-par value with a stated value of ^10 per share. On 
the same date, 16,000 shares were sold for cash at $10 a share. On 
December 31, 1939, the capital stock was given a par value of |1 per 
share, and the difference of $9 per share, aggregating $450,000, was 
transferred to capital surplus. 

On December 31, 1939, A entered into an agreement with B whereby A, 
for a consideration of $1, transferred and assigned to B all of its rights 
and interests in the patents owned by it, retaining, however, a license to 
use one of the patents. The directors of A placed a value of $100,000 on 
this license. 

Discuss the points involved and outline the entries that will record 
the transactions on A's books in accordance with good accounting prac¬ 
tice, ignoring the effect of diverging state laws. 


Problem 92 

(Kentucky, November, 1938) 

The balance sheet of the Barlow Company on December 31, 1937, 
was as follows: 
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The Barlow Company 
Balance sheet, December 31, 1937 
Aaaeis 


Cash 


$ 50,000 

lleccivablc net 


10,000 

Inventories 


125,000 

Marketable securities at i ost 


75,000 

Plant and iMpiipment—cost 

$770,000 


Less reserves for depreciation 

200,000 

570,000 

Organization expense 


5,(X)0 

Patents ' 


15,000 

Total assets 


$850,000 

Liab'i lilies 

Notes payable—current 


$ 40,000 

Aeiounts payable 


30,000 

Accrued expense 


20,000 

Bonded indebtedness 


180,000 

Prefeii ed sto( k 1,500 sh (a $100 par 


150,000 

Cominon stuck—4,200 sh $100 par 


420,000 

beamed siiiplus 


10,000 

Total liabdil ii s 


«:850,l)00 


The balance sheet of the White Corpoiation on December 31, 1937, 
was as follo\NS' 


Thl White Corporation 
Balance sheet, December 31, 1937 
4 ssf^s 

Cash 

lleeeivables net 
liiveii tones 

Plant and equipinint—cost 
Less reserves fur depreciation 
Treasury stoc k 

4,000 sh. preferred at aveiage cost of $110 
2,000 sh common at average cost of 90 
Total assets . 

Jjiah^Utivs 

Accounts payable 
Accrued expense 

Preferred stock—10,000 sh. $100 par 
Common stoik—10,(XX) sh. (Si $100 pxr 
Earned surplus 

Total liabilities 


$ 200,000 
250,000 
300,000 

$2,000,000 

500 000 1,500 000 

440,000 

1HO,000 020,000 

$2 870,000 


$ 250,000 

50,000 
1,000,000 
1,000,000 
570 ,000 
$2,870,000 


The White Corporation has recently bought on the market 200 shares 
of the preferred stock of the Barlow Company at an average price of #82 
per share and has acquired 200 shares of Barlow Company common stock 
by exchange as follows: one-half share of White Corporation treasury 
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preferrBd for each share of Barlow Company common. These trans¬ 
actions are not reflected in the foregoing balance sheet. 

The White Corporation agrees on December 31^ 1937, to purchase all 
the assets of the Barlow Company, except cash and marketable securities, 
on the following basis: 

1. Current assets are to be valued at 70 per cent of book value. Cur¬ 
rent liabilities are to be assumed by the purchaser, and the net 
difference paid in cash. 

2. Fixed assets are to be appraised and paid for at appraisal values, 
one-half in cash and one-half in first-mortgage bonds of the pur¬ 
chaser, at 90. 

3. Patents are to be valued at |1, payable in rash. 

4. Goodwill is to be capitalized at 10 per cent on the average earnings 
of the Barlow Company for the past three years in excess of 6 per 
cent return on preferred and 2 per cent return on common stock. 
Net profits are to be adjusted as follows: 

a. Nonoperating items are to be excluded. 

h. Depreciation is to be adjusted to an agreed amount of 1155,000 
per year. 

c. Administrative salaries for any year not to be in excess of 20 
per cent of adjusted earnings for such year, before provisions 
for return on capital. 

Goodwill is to be paid for one-half in cash and one-half in common 
capital stock of The White Corporation at par. 

The preferred stock of the Barlow Company is callable at 105. Apprais¬ 
al value of the plant and equipment of the Barlow Company is S378,000. 
The face amount of 10-year outstanding bonds of the Barlow Company, 
due January 1, 1940, and callable at 101 is ®200,000, the iliffereiif'c on the 
balance sheet representing bond discount. Marketable securities of the 
Barlow Company are sold on the market January 1, 1938, for $00,000. 
The Barlow Company also sells 130 shares of White Corporation common 
on the market for $14,850 on the same day. The Barlow Company 
liquidates January 1, 1938, suffering liquidation expense of $0,501. 

The White Corporation issues on December 31, 1937, $000,000 face- 
value first-mortgage bonds in order to undertake the purchase of the 
Barlow Company and to supply working capital. Bonds not issued in 
exchange are disposed of through an underwriting house at 95. The 
White Corporation cancels all its treasury stock on January 1, 1938. 

Your examination of the records of the Barlow Company discloses 
the following: 
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Year 

Book 

profits or loss* 

Depreciation 

charge 

Administrative 

salaries 

Fire 

loss 

Profit or loss* 
on sale of 
securities 

1935 

1154,800* 


S10,000 

*40.000 


1936 

125,000 

J40,000 

15,000 


* 5,000 

1937 

13,000 

20,000 

12,000 


10,000* 


* An aaterifik iDllowiDg a figure denntps a losa. 


You may ignofe income taxes throughout this problem. 

Required: 

1 . Complete work sheets. 

2. Balance sheets for the White Corporation after giving effect to the 
above, as of December 31, 1937, and as of Jan. 1, 1938. 

3. Liquidating statement for the Barlow Company, showing distribu¬ 
tions per share. 
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Problem 93 


(New York^ April, 1D42) 


Prepare a balance sheet after the reorganization has been completed. 


Antioch Company 
Trial balaiiee 


Cash. 

Notes receivable. 

Accounts receivable. 

Work in process—at cost. 

Raw materials and suj)pliRs.... 

Investments. 

Real estate. 

Machinery and equipment. 

Goodwill and patents. 

Prepaid and deferred items. . . . 

Surplus. 

Notes payable. 

Accounts payable. 

Accrued liabilities. 

Payments on work in progress. 

Mortgage payable. 

Plant depreciation reserve. 

Machinery depreciation reserve 
Contract contingency reserve. . 

Capital stock preferred. 

Capital stock common. 

T otals. 


25,000 
1 ,000 
650,000 
500,000 
250,000 
200 000 
1,400,000 
1,000,000 
1,600,000 
127,000 
3,017,000 

$ 800,000 
300,000 
25,000 
400,000 
50,000 
50,000 
75,000 
70,000 
2,000,000 
5,000,000 
gB,770,OOP $8,770,000 


The Baldwin Company, formed to effect a reorganization of the Antioch 
Company, shows the following in its books: 


First-mortgage bonds payable—20-year b% . $1,000,000 

Capital stock preferred—6 %. 2,000,000 

Capital stock common. 1,250,000 


The reorganization is agreed to upon the following terms: 

1. Preferred stockholders: 

a. Ninety per cent pay $15 per share on their holdings, $100 par 
value, surrender their stock, and receive in exchange $15 first- 
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mortgage 5 per cent bonds, plus equal shares preferred stock of 
the new company, 1100 par value, plus 356 per share in lieu of 
dividends accrued. 

b. Ten per cent surrender their stock in exchange for preferred stock 
of the new company to an amount equal to 80 per cent of their 
holdings, plus $6 per share in lieu of dividends accrued. 

2. Common stockholders surrender their stock and pay 354 per share 
on the whole outstanding common stock of the old company, par 
value 35100, and receive in exchange for each four shares surrendered 
S20 in first-mortgage bonds of the new company plus one share of 
common stock of the new company, par value $100. 

The balance of the bonds were used at par to pay debts of the old com¬ 
pany, one-half each on notes payable and accounts payable. 

Notes payable of $300,000 were paid in cash. 

Profit accrued on work in process was estimated at $100,000. 


Problem 94 

(Wisconsin, November, 1939) 

Following are the pertinent facts concerning a reorganization involving 
(Corporation A, Corporation B, and (Corporation C. 

1. Certain assets of Corporation A, having a net book value of $1,000,- 
000 and a fair market value of $750,000, were exchanged for 2,500 
shares of the capital stock of Corporation B, par value $100 per 
share. 

2. The remaining assets of Corporation A, having a net book value of 
$500,000 and a fair market value of $600,000, were exchanged for 
1,000 shares of the capital stock of (yorporation par value $100 
per share. 

3. The total outstanding capital stock of Corporation A consisted of 
500 shares with a total par value of $50,000. However, the original 
stockholders of Corporation A paid in a total of $1,500,000. The 
present stockholders of Corporation A arc identical with the original 
stockholders of the company, no transfers of shares having ever 
been made. 

4. Upon receipt of the 2,500 shares of capital stock of Corporation B 
and the 1,000 shares of the capital stock of Corporation C, Corpora¬ 
tion A distributed some prorate to its own stockholders and sub¬ 
sequently dissolved. 
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/ 

Reallocate the cost of 100 shares of the capital stock of Corporation A 
owned by stockholder X between the new shares received in Corporations 
B and C, showing the new costs per share. 

Problem 96 

(Ohio, November, 1941) 




A 

B 

c 

1937 . 


. $150,000 

$240,000 

S330,000 

1936 . 


. 195,000 

240,000 

285,000 

1935 . 


. 240,000 

240,000 

240,000 

1934 . 


. 285,000 

240,000 

1!)5,000 

1933 . 


. 330,000 

240,000 

150,000 


Balance 

Sheets, Dei ember 31, 1937 





A asets 



Cash. 


. .. $ 200,000 

$228,000 $ 

142,000 

Ttcneivables. 


.... .. 145,000 

300,000 

380,000 

275,000 

Inventory. 


. 450,000 

625,000 

Plant (depreciated 

cost). 

. 1,200.000 


3,600,000 

Other assets. 


. 110,000 

80,000 

140,000 

200,000 

CiDodwill. 




Totals. 


$2,105,000 $088,000 $4,082,000 


Liahiliiirs 


Notes payable. 

Accounts payable. 

First mortgage, 6%, due January 1, 1942. 

Capital stock. 

Surplus. 

Totals. 

Life l7i,'^uran(T 

Secretary-treasurer of A. 

President of C. 

Annual premiums—net. 

Cash value included “other assets". 


$ 300,000 

$ 140,000 $200,000 185,000 

300,000 600,000 

1,500,000 500,000 3,000,000 

165,000 228,000 897,000 

$271 05,000 $^8,000 $4,982,000 

$ 175,000 

$ 500,000 

7,500 22,500 

40,000 70,000 


Appraised value of plants. 1 ,500,000 

Estimated remaining life at January 1, 1938. 12 years 


3,200,000 
20 years 


A produced and sold to B and V certain products on a reduced-price 
basis. Ten per cent of B’s profits during the entire period resulted from 
the resale of such products, whereas C had similar profits from products 
purchased in 1937 of $20,000. B's inventory of January 1, 1937, included 
products on which A had taken a profit of $30,000, and B’s and C’s 
inventories of December 31, 1937 included products on which A had taken 
profits of $20,000 and $30,000, respectively. 
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Salaries of Executives 

ABC 

President. $25,000 3^30,000 340,000 

Vire-president. 25,000 20,000 18,000 

Secrotary-troasuror. 15,000 10,000 12,000 

New Company will employ president of C' at $50,000, vice-president 
of A at $25,000 and secretary-treasurer of B at $15,000. 

Company B does not own a plant and pays an annual rental of 
$75,000. 

New Company will discontinue A’s plant and will sell the property for 
$1,150,000 immediately after title is acquired. 

B owns $100,000 of C/’s mortgage and carries this at a cost of $90,000 
in accounts receivable. 

New Company can effect annual savings in production and marketing 
of $200,000, of which $120,000 would result from discontinuance of A’s 
plant and $40,000 each from reduced expenditures in operating B and C. 

New (’ompany will have 5 per cent preferred stock ($100 par) equal to 
50 per cent of its net tangible assets and such number of shares of common 
stock (no j)ar) as will represent one share for each $5 of earnings of the 
New C’ompany, based upon adjusted 1937 results of companies to be 
acquired. 

You are employed to determine an etpiilable division of securities of 
the new^ company to be issued for the entire assets and business of each 
consolidjiting company, setting forth in reasonable detail the method and 
justification for your conclusion. Taxes may be disregarded. 

If in the solution of this prf)blem you find it necessary tf) make assump¬ 
tions which are reasonable and consistent with its context, these will be 
approved by the examiners if the nature of such assumptions and your 
justifications therefore are fully explained in your solution. 

Problem 96 

(Ohio, May, 1941) 

Products, Inc., was organized July 1, 1940, for the purpose of manu¬ 
facturing equipment on contract for the U. S. War Department. Cash 
was paid in for 2,517,525 shares of 4 per cent cumulative preferred stock, 
having a par value of $10 per share, and 203,799 shares of no-par com¬ 
mon stock having a stated value of $10 per share. 

Immediately afterward, negotiations Avere begun with the stockholders 
of Manufacturing, Inc., for the purpose of acquiring the stock of that 
company, thereby providing a plant in which to produce the equipment 
specified in the defense program contract. On November 1, 1940, an 
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option to purchase 18,450 shares of Manufacturing, Inc., common stock 
was obtained, requiring a deposit of $18,000,000 in the bank, which was 
appointed escrow agent. 

Other terms of the agreement were as follows: 

The expiration date of the option shall be December 31, 1940. 

There shall be paid to the three principal stockholders of Manufactur¬ 
ing, Inc., as of the date the Products, Inc., exercises the option: 

1. A sum of money equivalent to the working capital including prepaid 
expenses of the company, disregarding the minority interest. 

2. A sum of money equivalent to 5^9 times the depreciated value of 
the fixed assets, excluding land and building, but not in excess of 
$10,000,000, disregarding the minority interest. 

3. Notes in the amount of $0,000,000, bearing interest at the rate of 5 
per cent per annum, said notes to be secured by a mtwtgage on the 
land and building now owned free and clear by Manufacturing, Inc., 
the right to hypothecate said real estate now having been granted 
by all the stockholders. 

4. And in addition to the foregoing, common .>tnck of Products, Inc., 
in the amount of 14,000 shares at $10 per share. 

At December 31, 1940, Products, Inc., exercised its option after it was 
agreed that the special equi])ment amounting to $2,540,000 purchased by 
Manufacturing, Inc., and charged to Machinery and Equipment upon 
authority of Products, Inc., would be paid for as part of the purchase 
price of the stock and therefore excluded from the computation of the 
$10,000,000 maximum allowance provided for in item 2 of the option. 
Disregarding item 4 of the option, it was also agreed that, after the entire 
purchase price of the stock had been computed, there would be deducted 
from said computation $500,000 for improvements which had been made 
during negotiations but not authorized by Products, Inc. Disregarding 
item 4 of the option, it was further agreed that, if the purchase price 
of the stock computed under items 1, 2, and 3 of the option exceeded the 
$6,000,000 mortgage and the $18,000,000 held in escrow, the difference 
would be paid to the stockholders in cash January 31, 1941, and the 
liability to be set up on the books of Products, Inc., after the terms of the 
option had been completed. 
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Trial balances of the two corporations are presented below: 


Products, Inc 

Trial balance, six months ended December 31, 1940 


Debits 


Credits 


Cash 

1 3,000,000 

Ai counts payable 

S 380,500 

Deposit on contract for 


Advaiu es for products to be 


materials 

51,240 

manufactured 

1,000,000 

Raw materials pun hasps 

807,000 

Preferred stork 

25,175,250 

Special machinery 

520 000 

Common stock—no par 

2,037,990 

Office cfiuipmcnt 

82,000 



Bank escrow agent 

18,000,000 



Patents 

1,508,000 



Organization expenses 

4,103 500 



Salaries 

131 000 



Traveling 

226 000 



Office rent 

27,000 



Legal expenses 

35,000 



Office expenses 

112,000 



Total 

$28 602,740 

Total 

$28 602,740 


MANUrACTURINR, InC. 

Trial balance, year ended DeLimber 31, 1040 


Debits 


Credits 


Cash 

$ 3 080 000 

Ai counts payable 

$ 2,630,900 

Act Dunts ret eivabli 

1 82'3 600 

Aierued liabilities 

2,951,100 

Inventories, Dei ember 31, 


Reser\ e for deprer lation 


1040 

6 340 800 

Budding 

45,700 

Land 

500,000 

Machinery and equip¬ 


Building 

3,698,000 

ment 

449 500 

Machinery and equipment 

4,170,000 

Shop equipment 

93,600 

Shop equipment 

520,000 

Office equipment 

121,040 

Office equipment 

361,200 

Common stock —par valui 


Prepaid expenses 

381 400 

$100 per share 

2,050,000 

Cost of goods sold 

7 581 500 

Surplus 

9,780,460 

Operating expenses 

2,292 000 

Net sales 

13,392,400 

Other expenses 

1%,900 

Other income 

653,050 

Federal income and excess- 




profits tax 

1 220,650 



Total 

$32 168 050 

Total 

$32 168 050 


The salaries and other expenses of Products, Inc., were in the nature 
of organization expenses, except the purchases of raw material of $807,000 
This material was still on hand at December 31, 1940, and will be used in 
production in 1941. 
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Required: 

1. Consolidated balance sheet at December 31, 1940, showing minority 
interest. 

2. Statement showing allocation of net assets of Manufacturing, Inc., 
in determination of purchase price of stock by Products, Inc., and 
the balance to be paid for in cash. 

Problem 97 

(Ohio, October, 1944) 

The stockholders of record June 30, 1944, of The First Corporation 
were offered $1,195,000 for their stock by The Second Corporation under 
the terms of one-third in cash and two-thirds in common stock of The 
Second Corporation. The stockholders of The First Corporation have 
agreed to the terms of payment, but with the selling price of their stock 
and value of stock of The Second Corporation for the purpose of payment 
to be determined as set forth below: 

The Fiiist Couporatiois 

The total selling price to be the average of (1) The amount offered, 
$1,195,000; (2) fifteen times the average earnings after Federal taxes for 
the past five years; and (3) an amount equal to the net book value of the 
tangible assets after an adjustment to include therein the fixed assets at 
20 per cent of book value plus intangible value determined by capitaliz¬ 
ing at 8 per cent the average five-year earnings remaining after deducting 
5 per cent on the adjusted value of the tangible assets. “Tangible assets“ 
shall be understood to include all assets other than patents and patents 
pending. 

The Second Corporation 

The stock to be at book value after providing for (1) the sale of invest¬ 
ments for $480,000 to provide cash, (2) the use of treasury stock for the 
purchase, and (3) the adjustment of reserve for Federal income taxes, 
which was all in the 80 per cent ceiling bracket for the year 1944. 

The net profits after Federal taxes of The First Corporation for the 
past five fiscal years ending June 30 were 1940, $105,000; 1941, $120,000; 
1942, $115,000; 1943, $95,000; and 1944, $115,000. 
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The First Corporation 
BalaiiCR sheet as of June 30, 1R44 

Cash. « 50,000 

Accounts receivable. 180,000 

Inventories, June 30, 1044. 250,000 

Fixed assets. 100,000 

Patents and patents pending. 5,000 

DtJerred. 25,000 $700,000 

Notes payable. . $ 40,000 

Accounts payaV)le. 110,000 

Kt\serve for doubtful aci*nuiits. 20,000 

Reserve fur depriM-iatiun . 80,000 

Reserve for Federal taxes. 75,000 

Capital stock coinint)!!- 2,500 shares. 250,000 

Surplus. 125,000 $700,000 


The SEroNi) oration 

Balance shiM‘t as of June 30, 1044 

Cash. $ 300,000 

A c c 0 u n ts re c oiv all 1 e: 

The First Corjioratinn. 50,000 

Others. 450,000 

Inventories; 

The First (/orporation including 10% profit. 110,000 

Other at June 30, 1044. 520,000 

Fixed assets. 000,000 

Investments purchased 1030 -at cost. 400,000 

Deferred: 

Postwar refund. 20,000 

0ther items. 50,000 $ 2,500 ,000 

LiahUities 

Accounts payable. $ 250,000 

Mortgage payable. 200,000 

Accruals. 25,000 

Reserve for; 

Doubtful jLCcoiints. 50,000 

Amortization of war faiulitiivs. 70,000 

Depreciation. . 45,000 

Federal ini’oine and excess-profits tax. . . . 320,(KK) 

Capital stock authorized 25,000 shares—outstanding 

20,000 shares. $2,000,000 

Leas treasury stock 8,000 shares. 700,000 1,300,000 

Surplus. 240,000 $2,500,000 


You are to prepare a consolidated balance sheet as of July 1, 1944, 
after giving effect to consummation of the purchase of the stock of The 
P^irst Corporation and other adjustments as required to complete the 
transaction. 
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CONSOLIDATED STATEMENTS 


Problem 9B 

(Wisconsin, Novein])cr, 1910) 

Company A, a holding company, owns common stock of Companies 
B, C, D, and E. You discover facts in connection with tlie acquisition 
of the stocks by Company A, as follows: 



Sluircs 

aiMiuirpcl 

Date a( ([iiiri'il 

Purcliasc post 

Company B. 

2,000 

January 1, 11)31 

J|f208,000 

Company C. 

2,400 

January 1, 1 !)33 

221,700 

Company D. 

2,800 

January 1, 1930 

450,000 

Company E. 

3,150 

January 1, 1937 

338,170 


An additional 350 shares of the stock of Company 1^] were purchased by 
Company D on January 1, 1938, at a cost of $3(3,200. 

The capital structures of the subsidiary companies were as follows 
at the dates of acquisition of the various blocks of stock: 



(^nnimoii 

stork 

PrpfpiTPil 

Paid-iii 

lOariird 





No. of sliarps 

Total 

stork 

surplus 

surplus 


uu 1st an ding 

par valup 




Company B, January 1, 
1931 

2,0(H) 

1200,000 

* 75,000 


$22,800 

(Company C, January 1, 
1933 

3,000 

300,000 



(32,000) 

Company D, January 1, 
1936 

2,800 

280,000 


S70,000 

72,700 

Company E, January 1, 
1937 

3,500 

350,000 

150,000 


(6,000) 

Company E, January 1, 
1938 

3,500 

350,000 

150,000 


1,500 
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On January 1. 1936, Company A issued $500,000 of bonds to the public. 
The trust indenture provides that these bonds are a joint obligation of 
Companies A, 13, and C and constitute a first mortgage on the property, 
plant, and equipment of the three corporations. Another provision of 
the indenture is that the trustee shall be furnished each year with a 
consolidated balance sheet of the debtor companies. 

You are to prepare in working paper form: 

1. The consolidated balance sheet of the three companies subject to 
the first-mortgage bond issue to be submitted to the trustee as at 
December 31, 1939. 

2. A consolidated balance sheet of Company A and all the subsidiaries 
as at December 31, 1939. 

3. Journal entries (with brief explanations) of consolidating elimina¬ 
tions and adjustments. 

Attached hereto are post-closing trial balances of the five companies 
as at December 31, 1939. The following notes and comments are 
pertinent; 

1. C/ompany A’s investments in B and C C^ompanies are shown at cost, 
as is Company D’s investment in Company E. 

2. In order to simplify the preparation of the consolidated balance 
sheet to be submitted to the trustee of the bond issue, the comp¬ 
troller of Company A carries the investments in D and E Companies 
at cost plus the parent company’s equity in the increases or decreases 
in net worth of these companies since control was acquired. 

3. Included in Ck)mpany B’s account receivable from Company A 
is a sale to (Company A of $5,000. The merchandise was in transit 
at December 31, 1939, and has not been recorded on the books of 
Company A. Company B’s cost on this shipment is 70 per cent 
of the selling price to Ck)mpany A. 

4. Company C’s inventory at December 31, 1939, includes $186,000 
of merchandise purchased from C^ompany A. These goods are in 
inventory at billed cost to Company C, and Company A follows the 
practice of billing at cost plus 20 per cent. 

6. All preferred stock dividends were paid at December 31, 1939, 
and also at the dates of acquisition of the subsidiaries. There are 
no intercompany bond holdings. 
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Assets 

Company A 

Company B 

Company C 

Company D 

Company E 

Cash 

S 125,200 

$ 29,000 

«160,400 

#98,000 

#105,000 

Accounts and notes receivable— 






net 

140,000 

78.000 

102,500 

123,400 

161,000 

In\ entoriRs 

321,400 

127,200 

241 100 

185,700 

237,300 

Due from Company A 


21,000 


43,800 


Due from Company C 

02,300 

2,400 



6,900 

Due from Company D 

4. BOO 

10,900 

8,300 



Investments in stocks: 






2,000 shares Company B 

208.000 





2,400 shares Company C 

221.700 





2,800 shares Company D 

475,coo 





3,150 shares Company E 

3C4,000 





350 shares Company E 




36,200 


Prui>erty, plant, and equipment 

580,300 

178,000 

10,000 

228,000 

412,200 

Other assets 

46,500 

22,000 

11 300 

27,600 

15,400 

Total assets 

f;2.579,800 

»468 500 

#513,600 

#742 700 

#937,800 

Liabilities 






Notes payable 

1 50,000 


# 3.5 000 

.# 50,000 

# 40,000 

Accounts pavable 

80,300 

* 93,4f)0 

19,000 

19 uOO 

125.800 

Due to Cniiipanj B 

If). 000 


2,401) 

10.900 


Due to Company D 

43.800 





Due to Company E 



6,900 



Due to f'oinpanv A 



92,300 

4 BOO 


Due to Company C 




8 300 


OtliiT liabilities 

26 000 

51,000 

28, a)0 

20 800 

49,300 

bonds payable 

500 000 



150.000 

200 IKKl 

Capital Htoek—Eoiiiinon 

1 500 000 

200 000 

300 000 

280.000 

350 IMX) 

Preferred stoik 

300 000 

75 000 



150, tMH) 

Paul-in surplus 




70 000 


Eurneil suriilus 

63 700 

49 100 

19 600 

9H 300 

22,700 

Total liabilities 

Ibi 579,800 

»168,500 

.1|;.533.600 

#742,700 

.1937,800 


Problem 99 

(Maryland, November, 1941) 

Company A is engaged in shipbuilding and, owing to its increaseil 
business, finds it necessary to acquire an adjoining property owned by 
Company B and Company E, which are shii)-repair yards. The last 
two companies control subsidiary corporations C, D, and F formed for 
the purpose of holding title to the vacant land wliich adjoins the prop¬ 
erties of Companies and E. 

The sole activities of C, D, and F consist of payment of real-estate 
and franchise taxes and such maintenance costs as fence repairs, etc. 
These three subsidiaries C, D, and F have no income of any kind, and the 
necessary funds for carrying charges of the vacant land are assessed 
prorata to their respective stockholders. These contributions are treated 
as paid-in surplus till stock is issued for them, because such advances 
are payments for which reimbursement cannot be expected. All carrying 
charges on the vacant land are capitalized. 

The financial condition of the affiliated corporations is as follows: 
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A 

B 

c 

D 

E 

F 

Net assets. 

8116,000 

$240,400 

$30,000 

$24,800 

$206,720 

$19,600 

1,690 sh. B stock. 

240,000 






192 sh. C stock... 


24,000 





150 sh. D .stock. 


15,600 





1,5CK) sh. 1^] stock. 

126,000 






128 sh. F stock. 





17,280 


Totals . 

5482,000 

$280,000 

$30,000 

$24,800 

$224,000 

$19,600 

Capital stock.. 

1400,000 

$^00^^ 

$24,000 

$20,000 

$200,000 

$16,000 

Surplus . 

82,000 

80,000 

6,000 

4,800 

24,000 

3,600 

Totals . 

$482,000 

$280,000 

$30,000 

$24,800 

$224,000 

$19,600 









All have a par value of $100 per /share, and the .subsidiary stocks 

are carried at cost. 

The surplus of each affiliated company on the date of acquisition was 
as follows: 11, $41;200; C\ $4,000; D, none; E, $8,900; and F, $1,200. 
There were no changes in the outstanding shares after dates of acquisition. 
Kequired: 

1. Prepare a consolidated balance sheet from the above data in con¬ 
ventional form, and .submit your work sheets with the same. 

2. Prove the amounts of the dominating and minority interests by 
means of the equity-ratio method. 


Problem lOO 

(American Institute of Accountants, May, 1945) 

ITom the information following, prepare a consolidated balance-sheet 
of H Co. and subsidiaries, A C'O. and B Co., as at December 31, 1944. 

H Co., an operating company, acquired 90% of the outstanding stock 
of B Co. on March 31, 1944 for $1 (>2,000. Previously H Co. acquired 
30% of the outstanding .stock of A Co. on January 1, 1943 for $25,000. 
On July 1, 1944 II Co. purchased an additional 40% of the outstanding 
stock of A Co. for $42,000 thereby gaining effective control of A Co. as 
at that date. In order further to increase its stockholdings in A Co. 
without impairing working capital, H Co. sold 100 shares of B Co. stock 
on October 1, 1944 for $20,500 and immediately used $13,800 of the 
proceeds to secure an additional 15% of A Co. outstanding stock. 

The balance-sheets of the respective companies as at December 31, 
1944 are set forth as follows: 
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Assets 

H Co. 

A Co. 

B Co. 

Cash in banks. . 

$ 86,000 

0 

0 

11:1 

# 35,000 

Notes receivable 

18,000 

6,000 

8,000 

Accounts receivable (Icbs reserve) 

52,000 

13,000 

34,000 

InA^entones 

Investment in Company A (at cosi) 

Investment in Company B (at book value) 

89,500 
80 800 
149,320 

16,000 

51,000 

Plant and equipment (less reserves) 

225,000 

56,500 

101,000 

Lia^uhti^s 

ifoo,620 

$104,000 $229,000 

Notes payable 

$ 9,000 

$ 8,000 

$ 12,000 

Accounts payable 

73,600 

22,400 

46,200 

Accrued liabilities 

5,320 

2,600 

4,800 

Capital stock —common, ^100 par 

400,000 

60 000 

100,000 

Earned surplus 

212,700 

11,000 

66,000 


|;700 620 

$104,^ 

$229,000 

A summary of earned surplus (deficit) from January 1 
her 31, 1944 is as follows: 

, j 913 to Decern- 


11 Co. 

A Co. 

B Co. 

Balance at January 1, 1013 

Net profit or (loss) -E)43 

3 ;150,000 

($10,000) 

$40,000 

1st quarter 

7,000 

(2,000) 

3,000 

2nd quarter 

9,000 

1,000 

4,000 

3rd quarter 

15,000 

3,000 

6,000 

4th quarter 

12,000 

t) 000 

5,000 

Total 

1193,000 

($ 2,000) 

"$58,000 

Dividends derlaied and paid on July 1, 11)43 

12,000 


3,000 

Balanee at .laniiaiy 1, l')44 

Nctpiofit fin loss) E)44 

#181,000 

($ 2,000) 

$55,000 

Ifat tpiariei 

6,000 

2,500 

4,500 

2nd quarter 

11,500 

3,000 

7,000 

3rd quarter 

13,000 

3,600 

6,200 

4th quarter 

16,200 

5,900 

5,300 

Total 

Dividends dt flared June 1, l')44 .ind paid on June 

1227,700 

15, 

#13,000 

"$78,000 

1944 

Dividends declared December 1, 1944 and paid 
December 15, 1944 

15,000 

on 

2,000 

12,000 

Balance, December 31, 1944—Surplus 

$212,700 

#11,000 

#66,000 


Net profit of II Co. for the fourth quarter of 1944 includes an amount 
of 12,500 representing the gam on the sale of 100 shares of B Co. stock. 
(Proceeds $20,500, less March 31, 1944, cost, $18,000 ) 

Inventories at December 31, 1944 include intercompany items as 
follows: 
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Company Amount 


Date of Transaction 

Purchaser 

Sp4ler 

Inventory Seller’s Cost 

April 5, 1044 

H 

A 

$ 3,600 

$ 3,000 

August 15, 1044 

H 

B 

5,000 

4,500* 

October 5, 1041 

H 

A 

10,000 

9,000 

May 15, 1044 

A 

B 

7,000 

6,200 

September 2fi, 1044 

A 

B 

6,000 

4,800 

November 12, 1044 

H 

A 

16,000 

14,000 


* Acquirt'd on July 20, 1944 by B frum A, A'a Lost tlipii l>cing $4,200. 


Problem lOl 

(Wiscnnsin, November, 1939) 

1. On January 1, 1938, Reel Company purchased 7,500 shares out of a 
total of 10,000 shares outstanding of White Company, paying there¬ 
for the sum of 11,200,000. 

On the same date Red Company also acquired the entire outstanding 
capital stock of the lUue Company, being 5,000 shares of the par 
value of 1100 per share. Red Company paid a total amount of 
$1,000,000 for these shares. 

The capital stock and surplus acroimts of the three companies on 
January 1, 1938, date of acquisition of stock by the Red Company, 
were as follows: 



Red Co. 

While Co. 

Blue Co. 

Cajiilnl stock 

$2,000,000 

$1,000,000,00 

$ 500,000 

Surplus.. 

858,375 

372,862.,50 

585,650 

Totals. .. . 

$2,858,375 

$1,372,862.50 

$1,085,650 


2. Interest on Red Company bonds bears rate of 5 per cent payable 
April 1 and October 1. Interest on White Company bonds bears 
rate of 0 per cent payable January 1, and July I. 

Interest on Blue Company bonds bears rate of 5 per cent payable 
April 1 and October 1. Investigation shows that all proper interest 
receivable and payable accruals appear on the books of each com¬ 
pany at the close of the year as reflected in their trial balances. 
Intercompany bond holdings in amounts shown on trial balances 
existed prior to January 1, 1938. 

3. A cash dividend of $40 per share was paid by White Company on 
July 1, 1938, and charged against its surplus account, creating a 
debit balance in surplus of $27,137.50. However, current earnings 
for the first six months of 1938 were more than sufficient to cover. 
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No other surplus entries appear on the books of any of the 
companies. 

4. Blue Company purchased a used machine from White Company 
for the sum of S9,000, none of which was paid in cash during the 
year. The net depreciated cost on White Company's books at 
date of sale was $5,GOO, resulting in a profit of *3,400. Deprecia¬ 
tion at the rate of 10 per cent per annum is used by all three com¬ 
panies and is accrued monthly on the books. 

5. Intercompany sales during the year amounted to the following; 

Sales from Red Co. to White Co $50,000 

Sales from Red Co. to Blue C>) 05,000 

Sales from Blue Co. to White Co. 10,(X)0 

None of these intercompany sales items were on hand when the 
closing inventories were taken at Deceml)er 31, 1938, although Blue 
Company still owes Red Company 125,000 in open account by 
reason of the purchases from Red Company during the year. 

6. The physical inventories of each of the compimies at December 31, 
1938, were verified and are as follows: 



Rtd Cr>. 

White Co. 

Rhio Co. 

Raw materials. 

*175,000 

$310,000 

*126,000 

floods in procpss. 

110,000 

50,(K)0 

40, OIX) 

Finished goods. 

225,000 

175,000 

210,000 

Totals... . 

$510,000 

$535,000 

$375,000 


From the abf)ve data and the accompanying trial balances of Red 
C'ompany, White Ck3mpany, and Blue Company prepare the following; 

1. Consolidated balance sheet. 

2. Consolidated profit and loss statement. 

3. Consolidated surplus statement. 

4. Schedule of minority interests. 

Disregard all forms of tax reserves or accruals in preparing the above 
statements. 
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Trial Balances, December 31, 1938 


Debits 

Red Company 

White Company Blue Company 

Cash. 

S 100,000.00 

$ 75,000.00 

$ 

50,000.00 

Accounts recBivaV)le. 

650,000.00 

175,000.00 


200,000.00 

Notes receivable. 

100,000.00 

5,000.00 



Interest receivable —bonds. 

3,625.00 

312.50 



Inventories, January 1, 1938: 





Raw materials. 

200,000.00 

300,000.00 


150,000.00 

Cloods in process. 

120,000.00 

75,000.00 


50,000.00 

Finished goods. 

250,000.00 

200,000.00 


200,000.00 

Machinery and equipment. 

550,000.00 

500,000.00 


350,000.00 

Buildings. 

1,000,000.00 

900,000.00 


750,000.00 

Bonds—-White Co. at par. . . . 

100,000.00 




Bonds—Blue Co. at par. 

50,000.00 

25,000.00 



Investment in stocks; 





7,500 sh. While Co. 

1,200,000.00 




5,000 sh. Blue Co. 

1,000,000.00 




Organization expense. 

5,000.00 

2,000.00 


1,500.00 

Prepaid expenses. 

75,000.00 

40,000.00 


35,000.00 

Labor. 

450,000.00 

375,000.00 


250,000.00 

Factory burden. 

300,000.00 

260,000.00 


200,000.00 

Selling expenses. 

650,000.00 

450,000.00 


300,000.00 

Administrative expenses. 

485,000.00 

400,000.00 


175,000.00 

Interest paid. 

30,000.00 

15,000.00 


7,500,00 

Sundry expenses. 

87,500.00 

05,000.00 


60,000.00 

Raw material purtduises. 

1,500,000.00 

950,000.00 


700,000.00 

Total debits. 

$8,906,125.00 $4,812,312.50 

$3,479,000.00 

Credits 





Capital stock outstanding. 

$2,000,000.00 $1,000,000.00 

$ 

500,000.00 

Surplus. 

858,375.00 

(27,137.50)* 


585,650.00 

Accounts payable . . ... 

100,000.00 

68,500.00 


55,000.00 

Notes payable. 

75,000.00 

25,000.00 


40,000.00 

Bonds payable. 

500,000.00 

200,000.00 


100,000.00 

Accrued interest payable. 

7,500.00 

6,850.00 


1,500.00 

Reserve for depreciation —machin¬ 





ery and equipment. 

250,000.00 

150,000.00 


105,000.00 

Reserve for depreciation buildings 

300,000.00 

81,000.00 


90,000.00 

Sales.. 

4,500,000.00 

3,300,000.00 

2 

,000.000.00 

Discounts earned. 

5,250.00 

2,700.00 


1,850.00 

Interest earned. 

10,000.00 

2,000.00 



Profit sale equipment. 


3,400.00 



Dividends (White Co.). 

300,000.00 




Total credits. 

$8,906,125.00 

$4,812,312.50 

$3,479,000.00 


* Debit. 

Problem 102 

(American Institute of Accountants, May, 1941) 

From the following balance-sheets, profit-and-loss accounts and 
other data, prepare intelligible columnar work sheets showing the con- 
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solidation of the accounts, minority interests, earned surplus at beginning, 
and profit and loss. 


Bai.anl'k-shkets December 

31 l!t40 





Eastern 

Pntomac 

PhoRiiix 

Airports 

Airport 

A s.spf.s 

Co. 

Inc. 

Co. 

Qash . $ 

428,000 

® 14 500 

$ 500 

Anoornits receivable. 

45,000 

8,500 

Prepayments and supplies. . 

5,000 

26,500 


Investment in U.S. Airlines Co. sbii-k. 

630,000 



Investment in Eastern, Im*., stm k . 

270,000 



Loans to Eastern, Inc. 

370,000 



Investment in Potomac Co. common stock. . 


180,000 


Land. 


284,000 

215,500 

Buildings and equipment. 


310,000 


Reserve for depreciation. 


50,000* 



.703,000 

*810,000 

*224,500 

JjiiTnJ itira 




Accounts payable. 


$ 10,000 


Taxes and other accTiials. . . $ 

l.'.OOO 

24,000 


Due Phoenix Co. 


370,000 


I'lue Potomac Co. 


8,500 


Capital stock—preferred. 



$ 40,0(X) 

Capital stock—['onimon. 

600,000 

225,000 

200,000 

Paid-in surplus. 

600,000 

150,000 


Earned surplus. 

OKS.000 

22,500 

15,500* 

$l" 

,703,000 

S810,000 

$224,500 

* DBfluctii)nfl. 




Profit and Loss Aim dents—11)40 



Income 




Rent. 



$ 8,500 

Profit on sales of securities. $ 

166,000 



Revenue from port activities. 


* 75,000 


Dividends. 

26,000 



Interest. 

48,000 



$ 

238,000 

S 75,000 

$ 8,500 

Expenses 




Interest. 


* 18,000 


General, including taxes. ® 

75,000 

40,000 

* 2,000 

Loss on sale of hangar. 



3,000 

$ 

75,000 

$ 64,000 

$ 5,000 

Net income. ® 

163,000 

$ 11,000 

$ 3,500 


Other Data 

(1) Phoenix Co. owns 36,000 shares of the stock of Eastern Airports, Inc. 
Of this holding 21,000 shares were acquired by subscription at time 
of issue (January 1, 1937) at SflO per share. Additional 3,000 shares 
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of Eastern, Inc., stock were purchased on December 31, 1938, at $20 
per share; at this time the stock equity of Eastern Airports, Inc., 
stood as follows: 


Capital fitnrk—stattiJ value (®5 per share). $150,000 

Paid-in surplus. 150,000 

Earned surplus. 100,000 


$400,000 

As of .January 1, 1939, Eastern Airports, Inc., declared a stock divi¬ 
dend of $75,000 (15,000 shares at $5.00 per share) which was appropri¬ 
ated from earned surplus. 

(2) Eastern Airports, Inc., owns 90 per cent of the common stock of 
Potomac Airport C'o. acquired on December 31, 1938, at a total 
cost of $180,000. At this time the accumulated operating deficit 
of Potomac was $14,000 but preferred dividends had been paid to 
date. 

(3) No dividenfls wore jiaid by Phoenix Co. in 1940. 

(4) No dividends (otlu'r than the stock dividend referred to above) were 
declared by Ikistern Airports, Tnc., during the years 1939 and 1940. 

(5) N 0 dividends were ileclarerl on the preferred stock of Potomac Airport 
Co. for the two years, 1939-1940. This is a 6 per cent cumulative 
stock. 

(0) The interest charge on tlie bfioks of Eastern Airports, Inc., is entirely 
applicable to the advances made by the Phoenix Co. 

(7) All of the revenues of Potomac Airport Co. for 1940 are based on 
charges to Eastern Airports, Inc., not yet collected. 

(8) All investment accounts shown are recorded on a cost basis, with no 
adjustments for intercompany profit, loss, or dividends. 

Problem 103 

(Ohio, April, 1942) 


Following are the balance sheets of three companies at December 31, 
1941, from which you are required to prepare a work sheet in pencil and 
a consolidated balance sheet in ink; 



Aviation, 

Motors, 

Propeller, 

As.sp/.s 

Inc. 

Inc. 

Inc. 

CllHh. 

. $ 110,000 

$ 90,000 

$ 10,000 

Niitcs reccivabk* -trade. 

. 40,000 


1,025 

Notes receivable—Propeller, Tni*. 


75,000 


Accounts receivable—trade. 

. 100,000 

85,000 

64,000 

Accounts receivable—Motors, Inc. 

. 30,000 



Advances for plant expansion: 




Propeller, Inc. . . . . 

. 50,000 



Inventories. 

100,000 

244,500 

300,000 
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Aviation, 

Motors, 

Propeller, 

InVBstments: 

Inc. 

Inc. 

Inc. 

U.S. war bonds—cost. 

$ 29,000 $ 

11,000 $ 1,875 

Motors, Inc., 6 % debenture bonds. 

200,000 



Unamortized premium on Motors, Inc. Bonds. 

5,000 



Motors, Inc. —9,000 shares common. 

320,000 



Propeller, Inc. --9,500 shares common. 

340,000 



Land.'. 

50,000 

15,000 


Buildings. 

400,000 

100,000 


Machini'rv and equipment. 

800,000 

500,000 

60,000 

Ueferred cliarges. 

20,000 

10, (K)0 

1,600 

Totals. 

$2,684,6o 6 si 

T30,500 

S438,500 


Liabilities 


Notes payable to banks. 

$ 

600,000 $ 

100,000 


Notes payable—Motors, Inc. 




S 75,000 

Notes receivable, discounted—Propeller, Inc.. .. 



30,000 


Accounts payable—trade. 


300,000 

120,000 


Advances from Aviation, Inc. 




50,000 

Accounts payable—Aviation, Inc. 



40,000 


Dividends payable. 



15,000 

10,000 

Accrued payroll. 


50,000 

5,000 

4,000 

Accrued taxes. 


80,000 

12,500 

2,200 

Accrued interest on notes. 


9,000 

500 

1,300 

Accrued interest on bonds. . 



7,500 


Debenture bonds—0 %. 



250,000 


Reserve for depreciation—buildings . 


200,000 

20,000 


Reserve for depreciation -machinery and etjuip- 





ment. 


600,000 

200,000 

6,000 

(^nmmon stock. 


500,000 

250,000 

200,000 

Surplus. 


345,000 

80,000 

90,000 

Totals. 

12 

,084,000 $\ ,130,500 

15438,500 


Avialinn, Inc., was organized for the purpose of manufacturing air¬ 
planes. Its authorized and outstanding stock consisted of 50,000 shares 
of common having no par value. To supplement its production, it pur¬ 
chased 9,000 of the 10,000 shares of Motors, Inc., outstanding common 
stock, having a par value of $25 per share. It has taken up in the invest¬ 
ment account its share of the profit and loss as shown by the books of 
Motors, Inc., on December 31, 1941. Aviation, Inc., also purchased 
9,500 of the 10,000 shares of Propeller, Inc., outstanding common stock, 
having a par value of $20 per share. This investment has been carried 
at cost. At the date of acquisition of this stock. Propeller, Inc., had a 
surplus of $150,000. 

The divided declared by Motors, Inc., and Propeller, Inc. had not been 
accounted for by Aviation, Inc., at the end of the year. 

On December 31, 1941, Aviation, Inc., held $200,000 par value of 
Motors, Inc., five-year, 0 per cent debenture bonds, the unamortized 
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premium on which amounted to $5,000. The accrued interest receivable 
on the bonds for the last six months was not recorded by Aviation, Inc. 

On December 3i, 1941, the bank gave Motors, Inc., credit for the 
proceeds of a $15,000 draft drawn on Aviation, Inc. This item was in 
transit and did not appear on Aviation’s records. Likewise Aviation’s 
$5,000 charge to Motors, Inc., for engineering services was in transit at 
December 31, 1941, and had not been received by the latter company 
before its books were closed. 


Problem 104 

(NeAV York, April, 1943) 

Prepare a work sheet showing the adjustment of the various accounts 
and a consolidated balance sheet as at June 30, 1942. 


Balance 

Sheets 




A 

B 

c 

A .s.spfs 

Company 

Company Company 

Cash. 

... $ 10,000 

$ 0,000 

$ 2,500 

Notes rennivablc. 

7,000 

3,000 


Aeeouiits reeeivab]i‘. 

30,000 

15,000 

7,500 

Merchanrlisc inventories. 

20,000 

10,000 

5,000 

Tnv list in cuts; 




B Company. 

30,000 



C Company. 

28,000 



Land. 

19,000 


5,000 

Buildings, plant, and ciiuijimrnt. 

70,000 

35,000 

35,000 

Dofirit. 



4,000 

Totals. 

. . . $22F >, 000 

$0.0,000 

$50,000 

LiahiUtics and Capital 




Notes payable. 

. . $ 12,000 

$ 6,000 

$ 8,000 

Aceounts payable. 

18,000 

7,500 

D,000 

Bonds payable. . . 

... 50,000 

15,000 


Keserves for depreeiation. 

25,000 

[),000 

7,000 

Capital stock. 

... 100,000 

25,000 

35,000 

Surplus. 

20,000 

0,500 


Totals. 

_ $225,000 

$6.0,000 

$50,000 

The holding company acquired 90 per cent of the capital 

stock of the 


B Company, July 1, 1939, at a cost of $28,000 and later arbitrarily 
increased the book value of this asset to $30,000, crediting the increase 
to surplus. Eighty per cent of the caj)ital stock of C Company was 
acquired at a cost of $28,000 when that company was organized, July 1, 
1940. 

In June, 1942, C Company sold to the B Company for $1,000 cash 
plant equipment which cost the former company (after depreciation) 
$500. 

The intercompany accounts at June 30, 1942, were as follows; 
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A Company held notes of the B Company for $3,000 and the C Com¬ 
pany for $4,000. 

B Company held a note of the C Company for $3,000. 

A Company owned on open account to the B Company $4,000 and to 
the C Company $2,500. 

The inventories of the subsidiary companies contain goods, viz., the 
B Company $3,000 and the C Company $1,000, purchased from the 
holding company on which the latter made a profit of 10 per cent. 

The surplus accounts of the subsidiary companies, analyzed, were 
as follows: 

n C 

Company Company 


Balance, July 1, 1939. 

$4,000 


Profit, 1939-11)40. 

3,000 


Balance, July 1, 1940. 

$7,000 


Profit or loss, 1940-1941. 

... -i,r>oo 

- $5,000 

Balance, July 1, 1941. 

$7), fiOO 

-$5,000 

Profit, 1941-1942. 

1,000 

1 ,000 

Balance, June 30, 1942. 

$6,50lJ 

-$t,000 


Problem 106 


(Wisconsin, November, 1943) 

The trial balances of four companies taken as of December 31, 1940, 
before closing were as follows: 


I)chit balances 

(yhicago Co. 

Milw. Co. 

St. Paul Co. 

Madison Co 

Cash. 

$ 150,000 

$ 50,000 

$ 50,000 

$ 20,000 

Accounts receivable. 

125,000 

100,000 

150,000 

15,000 

Notes receivable. . . 

Raw material inventory January 
1, 1940. 

100,000 

50,000 

40,000 

40,000 

10,000 

Work in process inventory 
January 1, 1940. 

75,000 

65,000 

70,000 

8,000 

FinisheLl goods inventory, Jan¬ 
uary 1, 1940. 

100,000 

90,000 

110,000 

20,000 

Purchases —material. 

300,000 

200,000 

205,000 

50,000 

I^abor—direct. 

275,000 

200,000 

220,000 

60,000 

Manufacturing expense. 

250,000 

195,000 

200,000 

65,000 

Selling expense. 

90,000 

75,000 

85,000 

10,000 

General expense. 

75,000 

40,000 

50,000 

5,000 

Investm ent—sto ck: 

Milwaukee Co. 

St. Paul Co. 

Madison Co. 

Plant and equipment. 

420,000 

650,000 

45,000 

810,000 

440,000 

400,000 

150,000 

Totals. 

$3,515,000 

$1,495,000 $1,580,000 

$413,000 
























204 


C.P.A. PROBLEMS AND QUESTIONS 


Credit balances 

Chicago Co. Milw. Co. 

St. Paul Co. 

Madison Co, 

Notes payable. 

1 40,000 S 

75,000 



Accounts payable. 

60,000 

45,000 

S 65,000 

< 18,000 

Accrued expense. ... 

10,000 

5,000 

15,000 

2,000 

Reserve for depreciation. 

200,000 

170,000 

125,000 

15,000 

Capital stock —$100 par value.. 

1,500,000 

300,000 

400,000 

100,000 

Surplus, January 1, l!140. 

700,000 

150,000 

175,000 

78,000 

Sales. 

1,000,000 

750,000 

800,000 

200,000 

Interest income. 

5,000 




Totals. . 

S3,515,000 $1 

1 ,495,000 

$1,580,000 

$413,000 

Inventories, December 31, 1040: 





Raw material. .... 

S 55,000 s 

50,000 

$ 50,000 

$ 10,000 

Work in process. 

75,000 

50,000 

60,000 

8,000 

Finished goods. 

ao,ooo 

70,000 

80,000 

15,000 


s 220,000 S 

170,000 

S 190,000 

$ 33,000 


Eighty per cent of Milwaukee Co. stock as acquired at a cost of $175 
per share ($100 par value). At the time of purchase the surplus account 
of Milwaukee Co. was $130,000. 

One hundred per cent of St. Paul Co. stock was acquired at a cost 
of $650,000 at which time the surplus account of St. Paul Co. was 
$165,000. 

Sixty per cent of Madison Co. stock was purchased at a cost of $180 
per share ($100 par value). At time of purchase the surplus account of 
Madison Co. was $80,000. During the year ended December 31, 1940, 
350 shares of Madison Co. stock were sold at $190 per share. The profit 
was credited direct to the surplus account of Chicago Co. 

Sales by Chicago Co. to Milwaukee Co. for the year amounted to 
$80,000 on which Chicago Co. made a gross profit of 20 per cent. Twelve 
and one-half per cent of this merchandise is included in the December 31, 
1940, inventory of Milwaukee Co. 

Sales by Chicago Co. to St. Paul Co. for the year amounted to $60,000 
on which Chicago Co. made a gross profit of 15 per cent. Thirty-three 
and one-third per cent of this merchandise is included in the December 31, 
1940, inventory of St. Paul Co. 

Analysis of notes receivable of Chicago Co. discloses that a note of 
$50,000 is due from Milw aukee Co. 

Interest paid by Milwaukee Co. to Chicago Co. on the above note during 
1940 amounted to $2,500. On the books of Milwaukee Co. the interest 
paid is included in general expense. 

On December 30, 1940, the Milw^aukee Co. declared a dividend of 2 per 
cent on its capital stock payable January 10, 1941. No dividends were 
declared or paid by the other companies. 
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All adjustments for accruals except dividends payable were made prior 
to taking the foregoing trial balances. 

Required: 

1. Work sheet showing consolidation. 

2. Consolidated profit and loss statement for year 1940. 

3. Consolidated balance sheet at December 31, 1940. 

4. Consolidated surplus statement for year 1940. 

Problem 106 

(Ohio, October, 1945) 

The Mortar Company owns 90 per cent of the common stock and 80 
per cent of the cumulative, nonparticipating 4 per cent preferred stock 
of Shells, Inc., and 95 per cent of the common stock of Powder Mills, Inc. 
Mortar Company has taken up its share of the profits of Shells, Inc., and 
carries the inves ment in Powder Mills, Inc., at cost 

From the following balance sheets of the three companies at December 
31, 1944, prepare, in pencil, working papers and a consolidated balance 
sheet: 



Mortar 

Shells 

Powder 


C/ompany 

Inc. 

Mills, Ine. 

liiiiiks. 

1 50,000 

$ 200, (X)0 

* 30,000 

Notes receivable—Powder Mills, Inc. 


150,000 


Notes rLMjeivable.. 



110,000 

Accounts recieivable: 




Trade. . 

250,000 

300,000 

278,000 

Shells, Inc. 

60,000 



Powder Mills. 

100 000 



Inventories. 

200,000 

325,000 

170,000 

Plant and equipment. 

2,000,000 

3,000,000 

1,500,000 

Investments: 




Shells, Inc. romiiiDn stock (1)0%). 

640,000 



Shells, Inc. preferred stock (80%) par value.. 

160,000 



Powder Mills, Inc. common stock (95%) cost. 

680,000 



Shells, Inc. bonds (par value). 

400,000 



Shells, Inc. bond unamortized priuniuin. 

11,000 



Prepaid expenses. 

5,000 

10,000 

12,000 

Total assets. 

14,556,000 

*3,985,000 *2,100,000 
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Mortar 

Shells 

Powder 

Ln,abilities 

Company 

Inc. 

Mills,Inc. 

Notes payable: 

Trade. 

Shells, Inc. 

. $ 16,000 

$ 70,000 $ 

100,000 

150,000 

Accounts payable: 

Trade. 

. 250,000 

450,000 

350,000 

Mortar Co. 


80,000 

100,000 

Dividends payable. 

Bonds payable. ... 

Accrued bond inte'rest. 


30,000 

500,000 

15,000 

20,000 

Accrued liabilities. . 

. 100,000 

75,000 

50,000 

Reserve for depreciation. 

. 1,000,000 

1,900,000 

750,000 

Capital stock: 

Common. 

Preferred. ... 

. 2,500,000 

500,000 

200,000 

400,000 

Surplus. 

. 690,000 

165,000 

180,000 


Total liabilitins. $4,55b, 000 .fl;3,985,000 $2,100,000 


The parent company owns 80 per cent of Shells, Inc., bonds on which 
the unamortized premium at the beginning of the year was $11,000. The 
current year’s premium of $1,000 had not been written off at December ,31. 

The difference of $20,000 between the current accounts on the books 
of Mortar Company and Shells, Inc., was due to commissions of $10,000 
being charged Shells, Inc., by Mo tar Company on December transactions 
not recorded on books of Shells, Inc., and a credit by the latter company 
of $30,000 for the purchase of etiuipment from the parent company in 
December, the entry for which had not been made on the books of Mortar 
Company although the equipment had been shipped at the end of the 
year. 

The surplus of Powder Mills, Inc., amounted to $300,000 on the date 
its stock was acquired by the parent company. 

No entry had been made by Mortar Company for its portion of the 
accrued bond interest and declared dividends. 

Through an oversight the directors of Shells, Inc., had failed to declare 
the dividend for the year on preferred stock, although earnings justified 
such declaration. 


Problem 107 

(American Institute of Accountants, May, 1947) 

Following are trial balances of A Company and its subsidiary, B Com¬ 
pany, at December 31, 1945. From them and the other information 
given, prepare a columnar consolidating work sheet showing in separate 
columns a consolidated balance-sheet and a consolidated income state¬ 
ment at December 31, 1945. 
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Debits 

A Company B Company 

Cash 

$ 545,200 

an 267,300 

Rereivablea, customers 

187,000 

375,400 

War bonds 

1,575,300 

550,000 

Inventories 

3.t)8,200 

140,800 

Investment, B Company— 



Bonds 

198,000 


Capital stock 

300,000 


Advances 

220,000 


Investment, A Company bonds (iil pat) 


30,000 

Fixed assets 

2,311,000 

714,700 

Unamortized bond discount 


2,700 

Goodwill 


90,000 

Cost of sales 

3,280,500 

1,070,100 

Selling and administrative expense 

333 000 

201,000 

Depreciation expense 

184 tKlO 

42,000 

Interest expense 

24,000 

19,700 

Bond discount amortizeil 


300 

Amortization of premium on B C'onipany bonds ownei 

2,000 


Provision for income taxes 

GOO, 000 

420,000 

Dividends paid 

100,000 

20,000 

Total debits 

.1flCC2()l kIk) 

14,622,000 

Crcflits 

\ Comii^iny 

B ('ornpany 

Accounts payable 

$ 79,200 

1 09,500 

Accrued income taxc's 

021,800 

431,400 

Other accrued expense 

10,000 

4,000 

Advances from A 


220,000 

Reserve for bad debts 

2,500 

3,200 

Reserve for depreciation 

1,420,000 

302,300 

Reserve for postwar ailjustments 

1,000,000 

445,000 

First-mortgage 3% bonds 

800,000 


First-mortgage 4% bonds 


200,000 

Capital stock 

1,000,000 

200,000 

Paid-in surplus 

50,200 


Famed surplus 12/31/44 

424,700 

90,200 

Sales 

4,797,300 

2,044,500 

Interest—war bonds 

20,400 

5,000 

—intercompany bonds 

7,200 

900 

—advances to B 

11,700 


Dividend received 

10,200 


Net proht 



Total credits 

110,204,800 

«4,622,000 


A Company on January 1, 1937, purrha.sod from security holders its 
81% interest in the capital slock of B Company and 90% interest in B 
Company bonds, the total consideration being $310,000 of which $216,000 
was allocated to the bonds. The purpose of the purchase was to obtain 
additional manufacturing facilities and B Company\s established markets 
for products similar to A Company's regular line. The earned surplus of 
B Company as shown by its books on December 31, 1936, was $150,000. 
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The 25-year first-mortgage 4% bonds had been originally marketed on 
December 31, 1929, to net 96)4- 

For several years a part of the output of B Company has been an inter¬ 
mediate product sold to A Company at a uniform markup of 20% (on 
sales). Sales of this character recorded on B Company’s books were 
$258,000 for 1945, of which $64,500 remained in A Company’s inventory 
at the end of the year; the corresponding amount in A Company’s inven¬ 
tory at the beginning of the year was $82,000. 

A Company has made advances to B Company on which the latter 
pays interest semi-annually at the rate of 6% per annum. During 1945 
(on July 1) an additional $50,000 was advanced. 

A Company constructed a building, at a cost of $100,000, which, on 
January 1, 1940, was turned over to B Company for its use at a price of 
$120,000. Depreciation of 3% has been accrued thereon since that date. 

Problem 108 

(Ohio, October, 1942) 

To facilitate its production of signal flares and equipment, Flare, Inc., 
on January 1, 1941, purchased the entire capital stock of Metals, Inc., 
for $875,000 and Tool, Inc., for $1,200 000. 

The trial balances of the three companies at December 31, 1911, were 
as follows: 


Debits 

1 hire, Inc. 

Metals, Inc. 

Tool, Inc. 

Cash 

% 80,000 

$ 60,000 

$ 70,000 

Notes recpivable 

1(K1,000 

50,000 

25,000 

Notes receivable—Flare, Iiic 



15,000 

Accounts reccivablo; 




Customers 

420,000 

190,000 

380,000 

Metals, liie 

25,000 


30,000 

Inventories, January 1, 1941: 




Haw materials 

150,000 

105,000 

160,000 

Work in process 

80,000 

70,000 

75,000 

Finished goods . 

90,000 

65,000 

80,000 

Investments: 




Flare, Inc., bonds (par and cost)... 


100,000 


Metals, Inc., stock 

875,000 



Tool, Inc,, stock 

1,200,000 



Land . 

150,000 

35,000 

90,000 

Buildings . 

400,000 

100,000 

280,000 

Machinery and equipment 

350,000 

165,000 

380,000 

Purchases. 

050,000 

400,000 

510,000 

Labor. 

450,000 

320,000 

370,000 

Manufacturing expenses 

235,000 

210,000 

242,500 

Selling expenses. 

70,000 

35,000 

80,000 

Administrative expenses 

60,000 

30,000 

30,000 

Dividends paid 

150,000 

25,000 

40,000 

Totals 

$5,535,000 $1,960,000 

$2,857,500 
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Criiilits 

Notes payable to; 

Banks. 

Tool, Inc. 

Accounts payable; 

Trade. 

Flare, Inc. 

Tool, Inc. 

Bonds paj-able. 

lieserve for deprrciot iiju . . . 

Sales. 

Dividends received. 

C-apital stock. 

Surplus, January ], ]!)41. . . 
Totals. 


Flare, Inc. Metals, liic. Tool, Inc. 

S 74,000 5 30,000 $ 20,000 

15,000 


120,000 


304,000 
145,000 
1,750,000 
65,000 
3,000,000 
62.000 
15.535.000 


135.000 
25,000 
30,000 

80,000 

1,000,000 

500,000 
160,000 
|] ,[)60,0tK) 


290,000 


150,000 
1,507,500 

800,000 

90,000 


12,857,500 


For a number of years, the three companies hai) t raded with each other, 
and at December 31, 1940, there were included in tlie raw material 
inventory of Flare, Inc., goods purchased frr)m Metals, Lie., valued at 
$60,000 which cost Metals, Tiic., $40,000. Likewise, on that date, the 
raw material inventory of Metals, Ine., included goods purchased from 
Tool, Inc., for $75,000 Avhich cost the hitter company $50,000 to produce. 

The intercompany sales for the year ended December 31, 1941, were 
as follows: 



S('lling 

prici' 

Cost to 
produce 

Tool, Inc., to Metals, Inc. 

Metals, Inc., to Flare, Inc. 

,1200,000 
375,000 

$100,000 

300,000 


An analysis of the December 31, 1941, inventories revealed the follow¬ 
ing information: 



Haw 

materials 

Work in 
propess 

Finished 

goods 

Flare, Inc. . 

Intercompany profit includcil in abnve. . . . 
Metals, Inc. . 

$280,000 
20,000 

$95,000 

5,000 

$135,000 

4,000 

|175,(X)0 

30,000 

$80,000 
6,000 

$145,000 

5,000 

Intercompany profit iiiclinlcd in abovfv . . . 
Tool, Inc. 

$210,000 

$85^0 

$105,000 






On July 1, 1941, Flare, Inc., sold to Metals, Inc., $100,000 first-mort¬ 
gage 5 per cent bonds at par. At the same time the remainder of the 
issue, or $200,000, was sold through a broker for $204,000. The bonds 
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mature June 30, 194G. The interest payable semi-annually had not been 
paid at December 31, 1941. 

Required: 

Consolidated work sheet at December 31, 1941 (in pencil). 

Consolidated balance sheet at December 31, 1941. 

Consolidated statement of profit and loss for the year ended December 
31, 1941. 

Problem 109 

(Ohio, October, 1939) 

You are to prepare a cr)nsoliflated i)alan('e sheet of (knnpany A and 
its subsidiary Company B as at December 31, 1938, and also consolidated 
statements of i)rofit and loss and surplus of the same companies for the year 
ended December 31, 1938, to{i;e1 her with consolidation journal entries. 

Company B manufactures one product, and 25 per cent of its sales for 
1937 and 1938 n'presenl-erl sales made to A Company at the same prices 
as sold to other customers. 

Halan^ce Sheei’s 

Company A Company B 

I)(M*rfnlMT 31 Defcnilnr 31 


Assets 1!)3S 1!)37 1 !)38 1!)37 1!131 

f^aah. $ 27r),000 | 325,000 $130,000 $150,000 $ HS.OOO 

Rcrciviihlrs . 410,000* 210,000 11)0.000 240,000 105,000 

InvcnlmicH . 400,000t 420,000t 330,000 325,000 201,000 

Stork in (-oinpiiny 11. , . . 425,000t 425,000j 

Other assets. 500,000 540,000 132,000 125,000 11)2,000 

Totals. £2,010,(K)0 $1, 050,000 $782,000 $840,000 $053,000 

LinhiHiirs 

Arroiints puyahlc and ar- 

rrncrl items. $ 5lO,tK)0 $ 500,000 $300,000§ $300,000 $243,000 

Capital: II 

PrcfiTrcd—0 <![ . 1^00,000 300,000 300.000 

(Wininn . 1,000,000 1.000,000 100,000 100,000 100,000 

Paid-in surplus. 200,000 200,000 

Earned surplus. 300.000 250 .000 82,000 80,000 10,000 

Totals. p, 010.000 $1,1)5 0,000 $782,000 $840,000 $053,000 


* IiirliirlfH ftiiumiit (if #H.''),0()0 (liu‘ frenn rrmipaiiy B. 

t Inrludi'H ttt rd.st Mu*ri)ian rli.si* iiiirnhnsrd fruin rnnipany B; SlOO.OOn at DncL-rnbpr .T 1, 19.38; $75,t)00 
lit DcKPinlH'r 31. 1937. 

J An analynis of tin* iuvrshupiit ari-iiunt hIiiiwh the follnwini; piirrhaa(',s fur cash; fl) .January 1, 192.'j, 
2,000 shares prefcrriui. *200.000; (2) January 1, 1927, 1,000 sharps prf'fprred, *100,000; (3) January 1, 
1932, 9,000 sharps coiiinHin, *12.5,000. 

6 Iiududps arcmint pavahle to roinpuny A *8,5.000 and dividends payable *19,000. 


II Outstanding capital consists of the following: 

roiupany A. 100,000 sh. 

Company B; 

Preferred (nonvoting). 3,000 sh. 

Common (voting). 10,000 sh. 
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Profit and Loss Statement 



Company A 


Company B 


1938 


1938 

1937 

Sales. 

. . . 354,000,000 

$1,000,000 

1800,000 


$1,480,000 

$“ 

300,000 

$216,000 

Expenses. 

. ... 1,235,000 


253,000 

206,000 


$ 245,000 

$ 

47,000 

$ 10,000 

Other income. 

_ 25,000* 


10,000 

1,000 


$ 270,000 

$ 

57,000 

$ 11,000 

Other deductions. 

28,000 


9,000 

12,000 


$”’242,000 

$“ 

48,000 

$ 1,000 

Federal income and excess-pr[)lits taxes. 

42,000 


8,000 

0 

Net profit-loss. 

... $ 200,000 

$“ 

10,000 

$ 1,000 


* Representa dividiinds rpoBiviMl frinu Cimipany B, SIH.OOO; inturuat reneii'pd from Company B, 
3^5,000; sundry incumc, #2,0013. C'umpany A iloos not rei-ord dividanda as Innomu until received. 


During 1938, Company A dedarnd and paid dividends of SI50,000. 
During 1937, Company B declared and paid dividends of S18,000 on pre¬ 
ferred stock and, during 1938, declared dividends of SI8,000 on preferred 
and S20,000 on common, of which one-half of each was paid prior to 
December 31, 1938. Company B has never had an arrearage on pre¬ 
ferred dividends. 


Problem 110 

(New York, November, 1945) 

Prepare a consolidated balance sheet and consolidated operating state¬ 
ment from the following tlata: 


Trim. Hat.an«m:s, December 31, 1R44 


M P 

Drbitw Company Company 

Cash. $ 100,000 S 25,000 

Aucounts rprI'ivabln. 150,000 75,000 

Plant—f,nst less lipprcriatirjn. . . 350,0(X) 200,000 

Invpntorips: 

Itaw materials. GO , 000 40,000 

Work in process. 75,000 50,000 

Finishcfl goods. 45,000 30,000 

Raw materials purchased. 400,000 250,000 

Manufacturing labor and expenses. 300,000 200,000 

Operating expenses. 225,000 150,000 

Dividends paid December 15, 1944. 90,000 20,000 

Investment in stock of P Company (cost). 275,000 

Totals. $2 ,070,000 $1,040^000 
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Crndits 

Hales 

Dividends rereived 
Capital sleek 
Surplus Januaiy 1, 1'M I 
Tutals 


M P 

Company Company 
|;i, 01)5 ,000 $ 750,000 

18,000 

1 ) 00,000 200,000 

57,000 90,000 

3 ( 12 , 070,060 $1,040,000 


The M C/Ompany acquired 80 per cent of the stock of P Company on 
•January 1, 1944, and an additional 10 per cent on July 1, 1944. 

The inventories on December 31, 1944, were as follows: 

M P 

CVjmpany C^Dinpany 

Paw mat erials $50,000 $35,000 

Wnik 111 preeess 05,000 25,000 

lonisheil Roods 35,000 10,000 

The M C/oinpaiiy bought raw materials during; the last six months from 
P Company for $3(K),0()(). This represented the latter company^s 
regular sales price. (Assume a uniform rate of gross profit throughout 
the year.) 

The M Company luid in its final inventory of raw materials $15,000 
worth of inatju’ial purchased from P Company, priced at P Company’s 
regular sales price. 

Problem 111 


(American Institute of Aceountants, November, 1939) 

On January 1, 1938, the Acme Carburetor Chjinpany acquired control 
of the Airex Manufacturing (^oinpany by purchasing 1,000 shares of pre¬ 
ferred stock (the entire issue) ami 8,000 shares of common stock (80% 
of the outstanding shares). The sole product of the Airex Company is 
an air cleaner which is used in the assembly of the carburetors manu¬ 
factured by the Acme Company. 

The machinery and equipment of the Airex Company w as appraised as 
of January 1, 1938, at a net sound l aliie of $300,000 representing repro¬ 
ductive value of $500,000 less accrued depreciation of $200,000. The 
books of the Airex C5)mpany were not arljusted to this appraisement, 
although the directors of that comjiany had authorized the adjustment. 

The purchase jirice of the above preferred and common shares was 
$400,000 and was based on the appraised value of the equity in fixed 
assets acquired and the book value of other net assets. 

The following statement of trial balances of December 31, 1938, was 
presented: 
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Cash. 

Accounts receivable... 

Accounts receivable—Intercompany 

Inventory. 

Fixed assets 

Land. 

Buildings. 

Machinery and equipment. 

Less—Reserve for depreciation. 

Investment in Airex Co. stock. 
Deferred charges. 

Liabilities and rapital 

Accounts payable. 

Accounts payable—Inierenmpany. 
Common stock.. .. 

Preferred stock. . . 

Earned surplus.. .. 

Profit and loss 

Sales. 

Other income... 

Materials used... 

Factory labor. .... 

Manufacturing expenses. 

Selling and general expenses.. . . 


Acme 

Airex 

Combined 

Carburetor Manufacturing 
Company C'f)inpany 

1 75,000 1 50,000 

trial 
balance 
$ 125,000 

150,000 

100,000 

250,000 


25,000 

25,000 

270,000 

145,000 

415,000 

* 150,000 


$ 150,000 

350,000 


350,000 

700,000 

$700,000 

1,400,000 

1 ,200,000 

700,000 

1,900,000 

31)6,500 

250,000 

022,500 

833,500 

444,000 

1,277,500 

400,000 


400,000 

10,000 

5,000 

15,000 

11,738,500 

g!;7()n,ooo 

$2,507,500 

$ 75,000 

1 31,000 

$ 106,000 

25,000 


25,000 

750,000 

10,000 

760,000 


100,000 

100,000 

700,000 

550,000 

1,259,000 

1,500,000 

850,000 

2,3.50,000 

10,000 


10,000 

1,510,000 

850,000 

2,360,000 

800,000 

400,000 

1 ,200,000 

200,000 

125,000 

325,000 

221,500 

206,000 

427,500 

100,000 

50,000 

150,000 

1,321,500 

781,000 

2,102,500 

188,500 

~li!l, 000 

257,500 

11 ,738,500 

1761), 000 

$2,507,500 


Depreciation had been provided by both companies at the rate of 3% 
on buildings and 8 % on machinory and equipment. 

The Acme Company\s purchases from the Airex Company amounted 
to #350,000 in 1938 and at the end of the year $80,000 of these purchases 
were included in the Acme Company's inventory. 

The common stock of both companies is of no par value. The Acme 
Company has 7,500 shares outstanding and the Airex Company 10,000 
shares. No dividends were paid in 1938 by either company on its com¬ 
mon stock. 
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The preferred stock of the Airex Company is 6 7 d cumulative. Divi¬ 
dends have been regularly paid on June 30th and December 31st of each 
year and were charged to surplus. 

Federal income and profits taxes need not be considered. 

From the foregoing prepare a columnar work sheet showing the con¬ 
solidated balance-sheet as well as the consolidated profit-and-loss account. 
Do not show eliminations and adjustments together, but use separate 
columns for each. 


Problem 112 

(Ohio, May, 1943) 

The Ohio Manufacturing Company on January 1, 1940, acquired 90 
per cent of the capital stock of the Wabash Company and on January 1, 
1942, 80 per cent of the capital stock of Company X. Following arc the 
trial balances of the companies at December 31, 1942; 


Cash 

Afpouiits rPr‘rMV!i])lf'—(‘iistniricrs 
Current acrniint—Waba.sh Co 
Current arenunt—Company \ 

Invent ones, (January 1, \\)A2) 

Raw mal I'l lala 
In process ... 

Finished Roods 

Investments (at adjusted rost) 

Wabash Company si tick fOOC ) 
(^ompany X stork (80%; 

Bonds—Company X 
Land 
Buildings 

Marhinery and equipiiif'iil 
Prepaid areoiints 
Mateiial piindiases 
Dirert labor 

Tndirrrt maiiufartunng hibt»r 
Taxes (othiT than Federal taxes on in- 
roine) 

Inauranre 

Repairs 

Manufarturing supplies and expense 
Sales returns and allowanrrs 
Selling expense 

Geneial and administrative expense 
Bond interest 
Dividends paid 
Totals 


Ohio Mfg Co 

Wabash C'o 

C'mnpany X 

% 70,500 

$ 

8 000 

$ 28,500 

132 500 


87 000 

50,000 

10,000 




7,500 


6,000 


175 000 


30 000 

22,000 

UO 000 


20 000 

20,000 

130 000 


25,000 

15,000 

200 000 




50 000 


10,000 


20 000 


5,000 

10,000 

50 000 


40 000 

20,000 

225 000 


180,000 

100,000 

5 000 


4,000 

2,000 

1,300 000 


550 000 

320,000 

BOO 000 


400,000 

100,000 

50,000 


30,000 

10,000 

6,000 


4,000 

2,000 

800 


600 

200 

4,700 


3,000 

1,800 

5 000 


4,000 

2,500 

10,000 


1,000 

2,000 

100,000 


60,000 

25,000 

75,000 


40,000 

25,000 




6,000 



20,000 

5,000 

S13,567,000 

JKl 

530,600 

S;767,000 
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Credits Ohio Mfg. Co. Wabash Co. Company X 


Apcounts payable. 

Current account—Ohio Mfg. Co. 

C^/urrent ar count—Wabash Co. 

Accrued accounts. 

Bonds payable. 

Reserve for bad debts. 

Reserve for deprcriation. 

Sales. 

Interest income. 

Rent of factory equipment to Company X 

Capital stock. 

Earned surplus, January 1, 11)42. 

Totals. 


35 75,000 

35 70,000 

10,000 

S 38,000 
7,500 
6,000 

154,500 

46,500 

9,500 

100,000 

2,500 

1,500 

1,000 

75,000 

00,000 

45,000 

2,hOO,000 

1,120,000 

OOO 

2,000 

500,000 

500,000 

200,000 

50,000 

150,000 

20,000 

10,000 

$3.507,000 

351 ,530,000 

#707,000 


Inventorie.s at December 31, 1942 were as follows: 



Ohio Mfg. Co. 

Wabash Co. 

('oinpany X 

Raw materifils. 

1190,000 

140,oon 

3520,000 

In process. 

150.000 

25,000 

25,000 

Finished gonrls. 

140,000 

30,000 

20,000 

Totals. 

.1480,000 

$!)5,000 

$05,000 


During the year 1942 Company X sold to the Ohio Manufacturing 
Company $150,000 worth of gor)ds and to the Wabash C^ompany $100,000. 
The Wabash Company sold to the Ohio Manufacturing (Company goods 
1,0 the amount of $400,000. 

The inventories at January 1, 1942, contained profits as follows on 
sales by the Wabash Company to the Ohio Manufacturing Company: 


Raw materials. 12,000 

In process. 1,000 

Finished goods. hOO 


The inventories at December 31, 1942 contained the following profits 
made on intercompany sales: 



On sales by 
Wabash Co. to 
Ohio Mfg. Co. 

On sales by 
Company X to 
Ohio Mfg. Co. 

On sales by 
Company X to 
Wabash Co. 

Raw materials. . . . 

$2,500 

$1,000 

800 

In process. . . 

1,200 

800 

600 

Finished goods. 

300 

000 

400 

Totals. 

$4,500 

$2,400 

$1,800 
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C.P.A. PROBLEMS AND QUESTIONS 


Each prior year the parent company had taken up in the investment 
account its share of the subsidiary’s profit. Such entry had not yet been 
made for 1942. All dividends received, including those received from 
both companies in 1942, had been credited to the respective investment 
accounts. 

Depreciation and prepaid and accrued accounts have been properly 
accounted for. Federal taxes on income may be ignored. Reserves for 
bad debts are considered sufficient. 

Prepare consolidated income and expense statement, balance sheet, 
and surplus statement, submitting complete working papers showing the 
consolidating process. It is not reipiired that the solution be submitted 
in ink. 

Problem 113 

(American Institute of Accountants, May, 1940) 

Following are trial balances of A Company and its subsidiary, B Com¬ 
pany, at December 31, 1945. From them and the other information 
given, prepare a columnar consolidating work sheet showing in separate 
columns a consolidated lialancc sheet and a consolidated income state¬ 
ment at December 31, 1915. 



A Company B Company 

Cash 

% 515 200 1 

267,300 

Kecciv iihU's, [iisluiiuMs 

187 000 

375,400 

War boiuls 

1,575,300 

556,000 

Invciituni's 

3'I8 200 

146,800 

liivcstnu‘iit, B CDriipany— 



Unn [lb 

ld8,000 


Capital stock 

300 000 


Ailviiiu'os 

22b bOO 


liivcstniciit, \ C^ompajiy bonds (at ]) u 


30,000 

Fixed assets 

2,311,000 

714,700 

Uiiaiiiortizcd liond discount 


2,700 

Cl ond will 


90,000 

Cost of Sales 

3,280,500 1 

,076,100 

Sidling and administrative oxpciisi* 

333,000 

261,000 

Depreciation expense 

184,000 

42,600 

Interest expense 

24,000 

19,700 

Bond discount amortized 


300 

Amortization of premium on B C^mipany bonds ownid 

2,000 


riovision for income taxes 

GOO,000 

420,000 

Dividends paid . 

100,000 

20,000 

Total debits. 

lflO~264,800 «4~ 

,622,600 
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Credits 

A Company B Company 

Afcounts payable 

$ 79,200 $ 

69,500 

Accrued income taxes 

624,800 

431,400 

Other accrued expense 

10,000 

4,000 

Advances from A 


226,600 

Reserve for bad debts 

2,500 

3,200 

Reserve for depreciation 

1,420,600 

302,300 

Reserve for postwar arljustirieiits 

1,000,000 

445,000 

First-mortgage 3% bonds 

800,000 


First-mortgage 4% bonds 


200,000 

Capital stock 

1,000,000 

200,000 

Paid-in surplus 

50,200 


Lamed surplus 12/31/44 

424,700 

90,200 

Sales 

4,797,300 2 

,644,500 

Interest—war bonds 

20,100 

5,000 

—mtereompany bonds 

7,200 

900 

—advances to B 

11,700 


llividend received 

16,200 


Net profit 



Total (redits 

^10,264 8(X) 14,622,600 


A Cump.'iny on J-inuaiy 1 , 1937 pun*hasptl lioin seeurity holders its 
81 ^ f interest in the capital stock ol B Company and 90% interest in B 
(^ompany bonds, tlie total consideiation beinp; $510,000 of uliich $210,000 
was allocated to the bonds. The piiipose of the purchase was to obtain 
additional manufacturing facilities and B Company’s established markets 
for products similar to A Company’s regular line. The earned surplus of 
B Company as shown by its books on December 31, 1930, was $150,000. 
The 25-year fiis(-mf)rtgage 4% bonds had been ongmally marketed on 
December 31, 1929, to net 90 ^4 

For several years a part ot the output of B Conijiany lias been an inter¬ 
mediate jjiodiict sold to A Company at a unifoim markup of 20 % (on 
sales). Sales ot this character recorded on B C’ompany’s books were 
$258,000 for 1945, of which $04,500 remained in A Company’s inventory 
at the end of the year; the corresponding amount in A Company’s inven¬ 
tory at the beginning of the ^a^ar was $82,000. 

A Company has made advances to B Company on which the latter pays 
interest semi-annually at the rate of 0% por annum. During 1945 (on 
July 1 ) an additional $50,000 was advanced 

A Company constructed a building, at a cost of $100,000, which, on 
January 1 , 1940, was turned over to B Company for its use at a price 
of $120,000. Depreciation of 3% has been accrued thereon since that 
date. 
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Problem 114 

(American Institute of Accountants, November, 1945) 

From the following information prepare a consolidated balance-sheet 
of Holding Co. and its wholly-owned subsidiary as at July 31, 1944. 

On June 30, 1944, A k Co., partnership (profits and losses shared 
equally), and X Corp. consummated a consolidation agreement pursuant 
to the terms of which (Consolidated CV)., newly organized and incorporated 
with an authorized capital of 20,000 shares of JflOO par value common 
stock, acquired for its common stock issued in the amount of $950,000 to 
A k Co. and $550,000 to X Corp. certain net assets of the respective 
companies as follows: 

A k Co.—All net assets (including buildings at an appraised sound value 

of .$1,100,000), excluding notes payable 
X (Corp.—All net assets excluding buildings 

The balance-sheets of A k Co. and X C^orp. at June 30, 1944, before 
consolidation arc condensed as follows: 

P\HT1(M’LA11.S 


A s.s-rt.i 

A & Co. 

X (^)rp. 

Land. 

1 50.000 


Il'.sh ri'.sia'vos. 

1,000,000 

$ 125,000 

MiichiiiiM'v, li\ss r(*HiTV(‘s. 

250.000 

15,000 

Tnvi'ntf)iy. 

150,000 

435,000 

Patent.s. 

10.000 


Cash. 

25,000 

125,000 

Arfounts rfi‘nival)li‘. 

105.000 

500,000 


11,050,000 

11,200,000 

Li iffr.<} 



Bond and mortpagn payablr. 

1 (UXl.OOO 


Notna payiihln. 

1 (K), (K)0 


Afcounta jniyabln. 

300,000 

1 500,000 

(^apital and undividnd prolit (loss) 



Piii'lnnr A. 

350,000 


Partiinr B. 

100,000 


(^apital stofk. 


800,000 

Undiviilnd prolit (loaa). 

200,000 

(100,000) 


II .(150.000 II .200,000 


On July 1, 1941, A k Co. conveyed 1,000 shares of common stock of 
Consolidated Co. to the note holders in full settlement of their claims and 
immediately thereafter distributed the remaining shares of such common 
stock to the partners in dissolution. On the same date, after the con¬ 
solidation, in order to provide Consolidated Co. with working capital, A 
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(the recipient of his partnership share of Consolidated stock) contributed 
10 % of the stock so received by him, only, to Consolidated Co. Such 
contributed stock was sold by Consolidated Co. on July 25 , 1944 , for 
S105 per share. 

During July 1944, as a result of operations, the net assets of Consoli¬ 
dated Co. increased by S25,000 represented by increase in cash. For 
purposes of this problem, assume other balance-sheet accounts did not 
change during July. 

On July 31, 1944, the stockholders of Consolidated Co. sold their 
interests to Holding Co. A balance-sheet of Holding Co. at July 31, 
1944, after acquisition of 100% of the issued and outstanding stock of 
Consolidated Co. is as follows: 

Holding Co. 

Balanrc-shect—July 31, 1044 
Assess Li ah iliiins 

Investment in CoiKsolidatPLl. |l,(i00,000 Capital stork. $2,000,000 

Securities—other. 000,000 Kariiod surplus. 350,000 

C^ash..150 ,im _ 

$2,350,000 $2,350 , 000 

Problem 115 

(American Institute of Accountants, November, 1940) 

The balance-sheets and profit-and-loss statements of John Doe Manu¬ 
facturing Company and its wholly owned subsidiary, Blank Sales Com¬ 
pany, were submitted as follows: 

IImv^nce-sheets—Dei’Emheu 31, 1!)31) 

.John Dor Blank 


A sscls 

Mfg. (h). 

Sales Co. 

(aunbined 

('ash. . 

$ 150,000 

1 75,000 

$ 225,000 

U.S. Oovernmnnt bninls—at rust, not in Pxrrss 
of market value. 

300,000 

1 m , (XK) 

400,000 

Trade arcounts receivable: 

Customprs—less reserves. 

10,000 

650,000 

660,000 

Blank Sales Co. ... 

400,000 


490,000 

Inventories—at the lower of cost or market. . . 

600,000 

200,000 

800,000 

Investment in Blank Sales Co. 

375,000 


375,000 

Investment in 1,000 shares of roininon stork, $5 
par value, of John Doe Mfg. Co. (carried at 
the cost of the common stock of $10 par value 
exchanged therefor). 


20,000 

20,000 

Other assets. 

25,000 

30,000 

55,000 

Property, plant and equipment—at cost. 

950,000 

275,000 

1,225,000 

Prepaid expenses. 

35,000 

25,000 

60,000 

Expenses of registration and listing of stock. .. 

15,000 


15,000 


$2,950,000 $1,375,000 $4,325,000 
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lAohUities 

John Doc Blank 

Mfg. Co. Sales Co. 

Combined 

Notes payable. 

$ 200,000 $ 

100,000 

$ 300,000 

Accounts payable—including amounts due to 
affiliated companies. 

325,000 

605,000 

990,000 

Federal taxes on incom(‘. 

150,000 

35,000 

185,000 

Reserve for depreciation. 

250,000 

75,000 

325,000 

Common stock, $10 par value. 

750.000 

150,000 

900,000 

Common stock, $5 par value. 

375,000 


375,000 

Surplus 

At January 1, 193!). 

$ 590,250 

] 

355,000J 

951,250 

At July 1, 1939. 

$ 

Net profit per stateiiuuit of profit and loss. . . 

510,000 

115,000 

625,000 


$1,106,250 $ 

470,000 

$1,576,250 

Dividends paid. 

200,250 

120,000 

326,250 


$ 7)00,000 S~ 

~3507oOO 

$1,250,000 


12,950,000 $1 

,375,000 

$4,325,000 


Statements cje Profit and Loss 


JdIiii Do I* Blank 

Mfg. Lo. Salps Co. Combined 



Year ended 

Six 

months 




Dee 

. 31, 1930 to Do 

c. 31, 1.939 



Net sales. 

. $ 1,200,000 

$3,300,000 

*7,500,000 

Cost of goods sold. 

3, 

570,000 

3, 

025,000 

6, 

595,000 


1 

630,000 

$ 

275,000 

$ 

905,000 

Selling and administrative expenses. . . 


75,000 


140,000 


215,000 


$ 

555,000 

$ 

135,000 

$ 

690,000 

Other income; 







Commission earne[l. 



$ 

25,000 

$ 

25,000 

Dividends received. 

. - $ 

120,000 


1,000 


121,000 

Miscellaneous. 


5,000 


4,000 


9,000 


$ 

125,000 


30,000 

$ 

155,000 


$ 

680,000 

$ 

165,000 

$ 

845,000 

Miscellaneous deductions from income. 

.. $ 

20, (X)0 

$ 

15,000 

$ 

35,000 

Federal taxes on income. 


150,000 


35,000 


185,000 



170,000 


50,000 


220,000 

Net profit. 

. $ 

510,000 

L. 

115,000 

$ 

625,000 


Also the following information was given: 

1. In June, 1939, the authorized capital stock of John Doe Manufactur¬ 
ing Company was changed from 100,000 shares of $10 to 250,000 
shares of $5 each and the shareholders agreed to exchange their stock 
on the basis of l^i shares of the new for each share of the old stock. 
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Accordingly all the 75,000 outstanding shares of the old $10 stock 
were exchanged for 131,250 shares of the new $5 stock on July 1, 1939. 

2 . On July 1, 1939, the company acquired all the outstanding 15,000 
shares of Blank Sales Company for 75,000 shares of its new $5 stock. 

3 . Immediately after July 1, 1939, certain shareholders of John Doe 
Manufacturing Company disposed of a portion of their holdings to 
an underwriter, receiving $20 per share. The shares were offered to 
the public at $22.50. 

In view of the wider distribution of its stock after the public 
offering the company arranged to list its common shares on the stock 
exchange and agreed to pay all expenses of listing and of registering 
the stock under the securities act of 1933, amounting to $15,000. 

4. The inventories of Blank Sales C^ompany included merchandise 
bought from John Doe Manufacturing Company at the latter's 
regular sales prices, as follows: 


January J, 1[)3{)..mfjO.OOO 

June 30, 11)3!). 30,000 

I)cM*L*rnbpr 31, 11)30. 40,000 


5. The net sales of John Doe Manufacturing Company included net 
sales to Blank Sales Company as follows: 


January 1 to Juiir 30, 11)31). $1,500,000 

July 1 to DeoombLT 31, 11)3!). 2,500,000 


6 . Commissions earned by the Blank Sales Company included $2,000 
received from John Doe Manufacturing Company and charged to 
the kilter’s selling expenses. 

7. Di vidends received had been credited to income. 

8 . Throughout the year the rate of gross profit on sales remained the 
same. 

9. All depreciation had been charged to the production cost, the office 
equipment having been written down to nominal value in previous 
years. 

10. No entries had been made recording the conversion of the John Doe 
Manufacturing Company capital stock. 

From the foregoing data prepare a columnar work sheet distinctly 
showing the consolidated balance-sheet and profit-and-loss statement of 
John Doe Manufacturing Company and its wholly owned subsidiary. 
Blank Sales Company. The candidate must show or mention how the 
1,000 shares of John Doe Manufacturing Company stock owned by the 
Blank Sales Company should be treated. 
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Problem 116 


(American Institute of Accountants, November, 1943) 

From the following data prepare a consolidation of the balance-sheets 
of the Top Holding Company and its subsidiaries: 


Balance-sheets 


Subsidiaries 


Assefs 

Current assets. 

Property, less reserves. . 
Investment R Co. stoek 

90%. 

10 %. 

Investment S Co. st()[‘k 

75%. 

15%. 

Investment S Co. l)nnils 


Current liabilitii'S. . . 
Bonds payable. . . . 

C^apital stoek. 

Surplus at aequisition. . 
Earned surplus (defieit). 


Top 

Holding Co. R Co. S Co. 
$150,000 $30,000 $118,110 

47,000 5,500 130,000 

18,000 

2,500 

45,000 

9,000 

41.500 

$301,500 $44,5 00 $25^010 

$ 80,000 $23,000 $ 70,000 

100,000 

200,000 30,000 50,000 

1,500 5.000 

21.500 (10,000) 25,CIO 

$301 ,500 3W,500 j^50,610 


The investments in 11 Co. stock are carried at cost less subsequent net 
losses; the investments in S Co. stock at cost. The bonds were acquired 
at $1,500 discount and are held for cancellation. 


Problem 117 

(American Institute of Accountants, May, 1942) 

From the following data pre])are: 

(a) Consolidated balance-shei't of Dectunber 31, 1941. 

(b) Statement of minority interests. 

(c) Statement of consolidation surplus and goodwill. 

Also submit work sheets. 

On December 31, 1940, the Rockford Radio Company bought 90 per 
cent of the $500,000 capital stock of the FJgin Supply C^ompany for 
$370,080, and 80 per cent of the $200,000 seven percent preferred stock of 
the Peoria Phonograph Company for $170,000. 

The Elgin Supply Company had acquired previously (December 31, 
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1939) 90 per eeni of the $200,000 common stovk of the Peoria Phonograph 
Company for $126,000 

The following balance-sheets are presented, together with other data, 


VIZ — 


A'ficts 

In vpstmcnts 
Elgin Cd 
Pi nria C n 
Notes rc( eivabli 
P( nna Co 
0thLr aas( ts (net) 


IlofKi^nRD Radio Company 
Rdlaiict -sht rt Decembt r 31, P) 11 


$ 307 080 

197 200 

20 000 
708 ')20 
II 312 800 


Linhilitu s 
Accounts jiayabli 
Peon i ( 0 
Capit il stni k 
Pn fi rrc fl 
( omiiinn 
1 arm il surplus 


$ JO 000 

400 OtM) 
800 000 
102 800 
11 312,800 


1 Entkfojd consistently takes iiptm its books its sliaie ol Idgin’s book 
prohts 

2 The differeiKp of S'! 000 between the current aciouats of Rockford 
and Peoria represents Peoiia meirhandist in transit to Rockforil 



J LCiIN SuPPl Y C OMPANY 


4 ssr/s 

Pal m[ p-shf rt D( 

(iiiibrr 31, 1 111 

LujJ>iliti( s 


InvL stments 


N n1 1 s 1 pp( ivabli ilisi ouiit( il 

% 10 000 

Peoiia C 0 

|12(> 000 

( apit il stof k 

500 000 

N oti s rpc( ivablp 

Pc oria C D 

10 000 

Surplus 

2b,000 

Otlirr assets (npt) 

400 000 

154b 000 


153b 000 


3 Elgin does not t ike upon ils books its share of the Peoiia profits but 
credits to income the Peoiia diyidends when leceived 

4 Elgin made a pi oht of $50 000 in 1911, bedore [ onsidenng income 
from its investment m Peoria, and on Dec einbei 20, 1 941 p iid a dividend 
of 4 per cent ($20,000) on its $500,000 lapital stock 

Pi OHIA PlIDNDl.RAPll CoMPANY 
Ralanii slii [ t Dec c mbi r 31, 1041 
Issrfs Liahihtifh 


Goodwill 

1 20 000 Notes payable 


Accounts rf 1 1 ivabli 

Rockford Co 

1 20 000 

Kopkfoi d C 1) 

15 000 I Igm Co 

10 000 

Other assets (net) 

425 000 Dividends payabb 



Prtfe rred 

14,000 


C^ommon 

16,000 


Capital stock 



7% Prpfprrid 

200,000 


Common 

200 000 


$400 000 

$460,000 
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5. Peoria made a profit of #20,000 in 1940, whirh was paid out in 
dividends that were duly received by the shareholders before December 
31, 1940. 

6. Peoria made a profit of $30,000 in 1941 and on December 20, 1941, 
declared dividends of 7 per cent on the preferred and 8 per cent on the 
common stock, both payable January 10, 1942. 

Provision had been made by the three companies for all known liabili¬ 
ties and accruals, including 1941 federal income and excess-profits taxes. 

Problem 118 

(Wisconsin, November, 1927) 

From the following data prepare a consolidated balance sheet and a 
consolidated operating statement cleaily setting loith minority interests. 


AuDirLD FiNANdAL 8 lAIFM>NIS 
l)Ltrmbcr 31, F)2G 

Mt'iii'rfd 


Fiotnrs Kiguiarn Kcvrnlty 
('nmi)any Company Company 


A SSf ^ 

Cash . 

Accounts receivable ~ih 1 

Intel company accnuiils nun ibli 

Merchandise* mvi ntones 

Land 

Investments in subsidiaries 
Plant and equipiruait—nit 
Cinodwill 
Deferred i lunges 
Total assets 

Ijinlnliiii s 

A p c 0 unts payabl e 
Intercompany accoiinis pa\jil)lc 
Accrued Irond interest 
Dividends payable 
Bonds issued 

Prnpi iduj V inifri si 
Preferred stock 
Common stock 
Surplus or dehut 
Profits to surplus m l')2t) 


% 3(., 

,000 

$ 16,800 ' 

$ 8 200 

2‘) 

000 

18,300 

19,200 

10 

800 

14,600 


15; 

,200 

36,000 

29,200 

32, 

,000 

70,000 

22,600 

151, 

,700 

46,000 


158, 

,000 

173,400 

114,000 

170 

000 

120,000 

50,000 

1, 

,000 

1,500 

2,400 


700 

141(7,500 

$215,600 

% 2L 

,7fM3 

H 13,000 . 

$ 16,600 

() 

600 


18,800 

2 

,000 

2,000 

2,500 

15 

,000 

14,000 


200 

OOO 

200,000 

100,000 

$245 

,300 

I||;22()7oOO 

$137,000 

$100 

,000 

$ 50,000 


100 

,fK)0 

150,000 

$150,000 

173 

200 

53,700 

48,900 

18 

200 

14,800 

6 600 

$301 

400 

1208,500 

$107,700 

$636 

,700 

*41)7^^ 

*245,500 


Totals 
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Audited Operating Statements 
December 31, 1926 
Meneral Ootors 

Company Rigidare Company Kevroley Company 

Sales—net. $150,000 $160,000 $108,000 

Opening inventory $ 36,000 $ 43,000 $ 24,000 

Purchases. 100,000 ?6,600 81,400 

$136,000 $129,600 $105,466 

Closing inventory. 45,200 36,900 29,200 

Cost of sales. 9 0,800 92,700 76,200 

Gross profit. $ 59,200 $ 67,300 $ 31,800 

Selling and administra¬ 
tive expense. 15,000 30,780 20,400 

Operating profit. $ 44,200 $ 36,520 $11,400 

Interest income. 1,000 280 200 

$ 45,200 $ 36,800 $ 11,600 

Interest expense. 12,000 8,000 5,000 

Netprofit. $ 33,200 $ 28,800 $ 6,600 

Dividends payabh*. .. 15,000 14,000 

To surplus. $ 18,200 $ 14,800 $ 6,600 


Intercompany sales were made as follows: 

Meneral Gotors Company to Kevroley Company, $18,000, which cost 
$12,000. Sales made from July 1 to December 31, 1926. 

Meneral Gotors Company to Rigidare (Company, $14,000, cost, $8,000. 

Rigidare Company to Kevroley Company, $2,000, cost $1,000. Sales 
made in June, 1926. 

Kevroley Company to Meneral Gotors C'oinpany, $6,000, cost $4,000. 
This sale was made July 1, 1926 and was classified as eipiipment on the 
Meneral Gotors Company's books. 

Depreciation at 10 per cent per annum on $3,000 fr)r one-half year was 
taken by the Meneral Gotors Company. 

Opening inventDries contain intercompany profits ns follows: 

Meneral Gotors Company on purchases from Rigidare Company, $2,000. 

Rigidare Company on purchases from Meneral Gotors C^ompauy, $1,000. 

Kevroley Company on purchases from Rigidare Company, $600. 

Closing inventories contain intercompany profits as follows: 

Rigidare Company on purchases from Meneral Gotors Company, $1,200. 

Kevroley Company on purchases from Meneral Gotors Company, $2,400. 

Kevroley Company on purchases in January, 1926, from Rigidare Company $200. 
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Analysis of Investments in Subsidiaries 
Meneral Gotora Company—debits 

400 shares of Rigidare Company's preferred stock at cost $ 40,000 
1,050 shares of Rigidare Company’s common stock at cost 61,700 
$20,000 par value of Rigidare Company’s bonds at cost 20,000 

These were all acquired on January 1, 1020, at which time the 
surplus of the Rigidare Company was $30,000 
300 shares of Kevroley Company’s common stock at cost 40,000 

This was purchased on July 1, 1922, at which time the surplus 
of the Kevroley Company was $50,000 


Meneral Gotors Company—credits 
Sold 150 shares of Kcwroley common, 1'ebruary 1, 192G, at 
Balance in investmc'nt ac i omit 


$161,700 

10,000 

$151,700 


Rigidare f^ompany—debits 

Bought 1,200 shares of Kevroley common on May 1, 1D26 at 

cost $ 46,000 

Deficit of Kevroley C^ompany on this date was $18,900 

Preferred btoek of all compiinies ib nonparticipating and has no further 
interest in surplus after dividends have been declared. Dividends have 
been declared as follows: 


Meneral Gotors Company, preferred, 7 per cent; common, 8 per cent 
Rigidare Company, preferred, 7 per cent; common, 7 per cent. 
Kevroley Company, none. 

An analysis of the bond accounts reveals the following: 

Meneral Gotors Company, 0 per cent, May 1, November 1. 

Rigidare Company, 4 per cent, April 1, October i. 

Kevroley Company, 5 per cent, January 1, July 1. 



PART IV 
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BANKS, BROKERAGE, AND FOREIGN EXCHANGE 
Problem 119 

(Maryland, November, 1943) 

Black and White on August 1, 1943, opened a joint account with 
Brown & Co., brokers, and proceeded to trade actively in listed stocks. 
On September 15, having made a profit, which they will share equally, 
they decided to close the account and distribute the balance. Black 
agrees to take over the long stocks, while White will assume the short 
sales under his own name. They call upon you to prepare a statement 
of profits earned, detailed by stocks, and a stati inent showing how the 
cash proceeds should be distributed. You are furnished with the follow¬ 
ing information (letters are substituted for names of stocks): 

1. Black deposited with the broker, upon opening the account, certain 
shares, which the broker shortly thereafter sold as follows: 


Nd. of 
shares 

Name of 
stork 

Cost to 
Black 

Market value, 
AuKiLst 1, 1943 

300 


1 35,2f)() 80 

» 1,575 00 

880 

n 

318,500 00 

21,450 00 






2. White deposited $10,000 cash in the joint account. 

3. Transactions during the 45-day period, abstracted from the broker’s 
statements: 


Name 

of 

stock 

Purchases 1 

1 

Sales 

Balance, September 

15 at cost 

Shares 

Amount 

Shares 

Amount 

Shares 

Long 

Short 

A 

2,540 

$15,634.90 

3,040 

828,730.85 

200 


$1,684.32 

B 

1,350 

35,119.84 

1,800 

46,347.02 

430 

$11,851.36 


C 

D 

700 

800 

352.50 
10,268.13 

700 

1,000 

4,980 25 
15,462.47 

200 


3,895 50 
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4. Interest allowed by broker, S15.33. 

Dividends on B stock credited to the brokerage account amounted 
to $200. 

5. Market values at September 15: A, 9)^2; B, 25; D, 18%. 

6. Commissions and taxes are included in all the above figures, and no 
further adjustment iieetl be made therefor. 

Problem 120 

(Wisconsin, November, 1940) 

The directors of The First National Bank of Ole and the directors of 
The State Bank of Ole met in a joint informal meeting and decided that 
for their mutual interests it would be better to form a merger of the two 
banks. 

ICach board then met separately and passed appropriate resolutions 
for the merger that were later submitted at stockholders’ meetings and 
passed. The date set for the merger was October 31, 1940. 

The resolution as passed by the stockholders of each bank provided 
that the new organization would be named the First National Bank of Ole, 
thus permitting them to continue under the same charter as the old First 
National Bank. 

The net worth of the new organization after the merger is to be: 


CDmninn .sinck. $100,000 

Surplus. 80,000 

iriidivitlrd profits. 20,000 


Each bank was to contribute half of the net worth. 

It was also agreed that a committee of three directors from each bank 
would meet after the close of business on October 31, 1940, to examine 
the loans, and if any were found that would be classified as nonacceptable 
assets by the new organization, they would be placed in the hands of 
trustees to be disposed of for the benefit of the stockholders of the respec¬ 
tive banks. 

The statement of condition for each bank before the merger at the 
close of business as of October 31, 1940, was as follows: 

Balance Sheet 

Bpforc adjustments, October 31, 11)40 

First National The State 

Resources Bank Bank 

Real-estate mortgage loans. $ 140,000.00 $ 74,000.00 

Other loans and Jiseounts. 270,000.00 145,500.00 

U.S. government bonds. 25,000.00 70,000.00 

Other bonds. 25,000.00 
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First National The State 


Rg^outcqs 


Bank 


Bank 


Fpderal RegprvE bank stork 

$ 

3,000 

00 



Cash 


250,251 

45 

S 50,434 

92 

Exchanges for cleaniighriimn 


10,950 

00 

3,200 

00 

Items in transit 


22,200 

00 

5,600 

00 

Due from banks 


790,000 

00 

375,000 

00 

Interest earned but not collected on 






Real-estate mortgage loans 


1,800 

00 

875 

00 

Other loans and discounts 


1,400 

00 

630 

00 

U S government bonds 


38 

55 

168 

75 

Other bonds 




333 

33 

Banking house 


50,000 

00 



Furniture and fixtures 


3 000 

00 

1 

00 

Total resources 


51)7 b1(» 

(K) 

fl;750 743 

00 

hialnhU?^ 






Capital 






Common stock 


50 000 

00 

$ 50,000 

00 

Surplus 


50,000 

00 

40,000 

00 

Undivided profits 


30,000 

00 

15,000 

00 

Current earnings 


4,373 

47 

1,961 

74 

Reserves for 






Interest on savings 


3,000 

00 

1,000 

00 

Interest on certificates of deposit 


150 

00 

35 

00 

Taxes 


1,181 

08 

40 

00 

Depreciation on bank building 


8,1)25 

00 



Depreciation on furniture and fixturis 


I ,725 

00 



Contingencies 


5 000 

00 



Deposits subject to check 


750 000 

00 

250,000 

00 

Due to banks 


55 000 

00 



Cashiers’ cheiks 


3 500 

00 

2,300 

00 

Certificate of deposit—diiniiid 


10 000 

00 

1 ,500 

00 

Savings deposits 


540 000 

01) 

380,000 

00 

Certificate of deposit—time 


55,000 

00 

8,900 

00 

Unearned discount 


79 

50 



Accounts payable—(Social St t uritv Tax) 


5 

95 

6 

26 

Total liabilities 

iT 

51)7 1)40 

00 

fl;750 743 

~00 


The following data concerning the First National Bank are pertinent: 
The average rate of interest on real-estate mortgage loans is bYi per 
cent with the exception that one new loan acquiicd on October 15, 1940, 
bears interest at the rate of G per cent. Interest on the mortgage loans 
has been accrued on the books to September 30, 1940 

The average rate of interest on other loans and discounts is 5 per cent 
with the exception of the following loans made m October, 1940, at the 
dates and rates shown. 
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Date made 

- 1 

Name 

Amount 

Rate, 
per cent 

October 14, 1940. 

Wm. Smith 

35 350 

6 

October 21, 1940. 

John Doe 

4,500 

5 

October 5, 1940. 

Ferris Bros. 

5,300 

6 


The last note was discounted for 90 days and is the only discounted 
note on the books. Interest on other loans and discounts has been 
accrued on the books to September 30, 1940. 

Interest on all loans should be figured on actual number of days on the 
basis of a 360-day year. 

On the U.S. government bonds we find; 


Issue 

Amount 

Rate, 
per cent 

Interest paid to 

Treasury bonds of 5(i. 

Treasury bonds of 49. 

1 5,000 
10,000 
10,000 

3 

July 1, 1940 

October 1, 1940 

Treasury notes of 45. 

2)4 

September 15, 1940 


All other bonds had been sold prior to October 31, 1940. 

Interest on bonds should be figured 30 days to the month. 

Interest on bonds was accrued to September 30, 1940. 

The Federal R eserve bank stock pays dividends of 3 per cent semi¬ 
annually. The last dividend was received on July 1, 1940, for the pre¬ 
vious six-month period. No accruals have been set up, but for the pur¬ 
pose of the merger, provision should be made for them. 

Depreciation on the banking house is figured at 3 per cent per annum 
of the book value, and the proper reserves to September 30, 1940, have 
been entered on the books. 

Depreciation on furniture and fixtures is figured at 10 per cent per 
annum of the book value, and the proper reserves to September 30, 1940, 
have been entered on the books. 

The reserve for taxes includes accruals of real-estate taxes of $1,125 and 
Federal Unemployment Taxes of $50.13 to September 30, 1940, and 
Federal Social Security Tax of $5.95 accrued to October 15, 1940. 

The actual real-estate tax for 1939 was $1,450. The reserve should be 
adjusted to a prorata share of the 1939 real-estate taxes. No reserve has 
been set up for income taxes in either bank, and none is contemplated. 
State unemployment taxes should be accrued for October. 

The reserves for accrued interest on time deposits has been entered for 
the month of October and is to be accepted as correct. 
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The reserve for contingencies remains unchanged. 

Salaries for the two weeks ending October 31 are to be paid before the 
merger in cash. Salaries are due as follows: 


Presidfint. |200 

Vice-president. 175 

Cashier. 150 

Assistant cashier. JIO 

Teller. 75 

Three Bookkeepers at. 45 each 

Two Stenographers at. 40 each 

Janitor. 45 


The salaries have been constant during the entire year. 

The State Unemployment and Federal Social Security Taxes have been 
paid to September 30, 1940. They do not have the benefit of a merit 
rating for state unemployment insurance. 

Data concerning The State Bank are as follows: 

The average rate of interest on real-estate mortgage loans is 5)^ per 
cent. The interest on these loans has been aci“rucd to September 30, 
1940, and no new loans of this type were made in October. 

On other loans and discounts the average rate of interest is per 
cent with the exception of the following loans made in October, 1940, at 
the rates shown: 


Name 

Date made 

Amount 

Rate, 
per cent 

George ArlaiiiH. 

Ortobrr 2, IIMO 

Vi . 000 

5 

The K Co. 

October 7, 11)40 

500 

4 

Joe Wells. 

October 12, 1!)40 

250 

7 


Interest on loans and discounts has been accrued on the books to 
September 30, 1940. 

The State Bank had no discounted notes. 

On the U.S. government bonds we find; 


Issue 

Amount 

Rate, 
per cent 

Interest paid to 

Treasury bonds of 49. 

MO, 000 

3 

October 1, 1940 

Treasury bonds of 56. 

Other bonds : 

30,000 

2K 

July 1, 1940 

City of Ole (due 1943). 

25,000 

4 

June 1, 1940 
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Interest on bonds was accrued on the books to September 30, 1940. 
The furniture and fixtures carried at $1 are to be written off. 

The reserves for accrued interest on time deposits has been entered on 
the books for the month of October and is accepted as correct. 

Salaries for the two weeks ending October 31 are to be paid in cash 
before the merger. Salaries due are as follows: 


Vicc-prnsi[l[*nt. 

Cashier. 

Assistant easliier. . 

Teller. 

Twi) l)Of)kkeep(‘rs nl 

8tenugrapher. 

Janitor. 


35157.50 
125.00 
100.00 
75 00 
45 00 tmoh 
40.00 
37.50 


These salaries have been constant during the entire year. 

The reserve for taxes includes accruals of Federal Unemployment Tax 
of $33.75 to September 30, 1940, and accrual of Federal Social Security 
Taxes to October 15, 1940, of $0.25. 

The State Unemployment Insurance Tax and the Federal Social 
Security Tax have been paid to September 30, 1940. They do not enjoy 
merit rating for the state unemployment insurance. 

The committee ai)pointed to examine the loans refused to accept the 
following loans: 


Maker 

Date 

Amount 

Rate, 
per eent 

Maturity 

TIh' First National Bank 

George Smith. 

Aug. 15, 1910 

.I'lOO 

7 

Nuv. 13, 11)40 


Tlie State Bank 



Frank J'Jsnn . . 

Sept. 1, 1940 
Sept. 15, 1940 

700 

G 

Jan. ], 1941 

John Wilson. 

300 

7 

Dee. 13, 1941 




All real-estate mortgage loans were accepted at their face values. 

The State Bank of Ole had $25,000 on deposit with the First National 
Bank of Ole on October 31, 1940. 

The bank building is to be accepted at the book value less the reserve 
for depreciation as determined October 31, 1940. 

The furniture and fixtures of the First National Bank were appraised 
at $800. The bookkeeper was not aware of this until after the current 
earnings had been adjusted. The appraisal price is to be accepted. 
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Required: 

The entries to reflect the distribution to the two trusts for the old 
stockholders, consisting of nonacceptable assets and cash not required 
in the merger. 

Computation of the adjusted net current earnings and loss for each 
bank for the 10-month period ended October 31, 1940, before the 
merger. 

Working papers showing the balance sheet as at the close of business 
on October 31, 1940 (after adjustments), for each bank and a balance 
sheet of the new organization after the merger. 

Problem 121 

(Pennsylvania, November, 1928) 

From the following information furnished you by the Reliable Stock 
Brokerage firm, prepare a financial statement along the lines of the 
stock-exchange questionnaire; and state the comments in respect thereof 
which you believe advisable in view of the character of the business and 
its relation to banks and customers. Select a date to b(' used. 


The capital account of the firm 

The undivided profits 

Their seat on the exchange was carried al 

Cash on deposit and on hand. . 

Ledger 

balances 

.!;500,000 

10,000 

350,000 

150,000 

Marke^t value 
IvDiig and short of 
securities 

Collateral loans at the banks. 

Firm investments in its own right rnr 

100,000 

$ 000,000 

Long account at a cost of . . 

300,000 

350,000 

Short account at a cost of 

25,000 

25,000 

The amount owing New York brokei 

(di8,500 

( 1,303,000 short 


475,000 long 
^ K2S,OOOnct 


The customers’ accnuiils stuoil :i 

,s f()lb)\\ s: 

Market valui* 


LEMlger 

Inng aiul short of 

Tiong balances: 

balances 

si‘curitiE's 

Fully secured. 

$1,300,000 

$1,000,000 

Partly secured. . . . 

30,000 

28,000 

Unsecured. 

Short accounts: 

50,000 


Fully securetl. 

550,000 

475,000 

Free cash balances ... 

25,000 


Unclaimed dividends. . 

15,000 


Furniture and fixturE^s—book value. . . 

12,000 


Revenue stamps on hand . ... 

1,500 


Securities in the box and in transfer.. 


50,000 
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Problem 122 

(Wisconsin, November, 1945) 

During the war about GO per cent of the production of the X Manufac¬ 
turing Company was sold to the government for military use. The 
remainder was sold for civilian use. The product consisted of a single 
unit, which for the purpose of this problem is designated as Unit A. To 
replace the loss of the government business, the company has developed 
a similar but larger unit which it plans to put into production and add 
to its line. This second unit is to be known as Unit B. 

In order that the company may determine what the financial require¬ 
ments may be, you are requested to make the following estimates for the 
quarters ending Seyicmbtr 30, 1945, and December 31, 1945: 

1. Estimated profit and loss statement. 

2. Estimated cash receipts and disbursements. 

3. Pro forma balance sheet as of September 30, 1945, and December 31, 
1945. 

4. Submit work sheet showing computation of material purchases, 
direct labor cost and manufacturing expense for each of these two 
quarters. 

(liven: 

Trial balance June 30, 1945 (all accrual adjustments liave been made). 

Additionai. Data 



Unit A 

Unit B 

SellinK jiriri' rar-li 

1100 00 

$200 00 

(^ost—laicli: 



Material 

20 00 

37 50 

Labor . 

20 00 

37.50 

Manufaetiiring 

40 00 

75 00 


% .SO 00 

-15150 00 

Estimated production for quarter ending September 30, 1045 

2,500 

1,500 

Estimated sales for quarter ending December 31, 1045 

3,000 

2,500 

Estimated sales for quarter ending September 30, 1045 

2,400 

1,300 

Estimated sales for quarter ending December 31, 1015 

2,000 

2,300 

Inventory, June 30, 1045: 



Haw material 

1570,000 00 


Finished goods-300 unit A. . . . 

24,000.00 
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Manufacturing 

Material Labor expen! 3 B 

Inventory—work in process: 

January 1, 1945—1,000 unit A. 120,000.00 $10,000.00 $20,000.00 

June 30, 1945—400 unit A. 8,000.00 4,000.00 8,000.00 

It may be assumed that work in process as to Unit A will be the same 
at the end of each succeeding quarter as it was at June 30. As to Unit B, 
you may assume that 300 units arc in process at the end of each of the 
next two quarters and that each unit is charged with 100 per cent of 
material, 50 per cent of labor, and 50 per cent of manufacturing expense. 
Estimated collections: 

Accounts receivable as of June 30 will be collected in full f)y September 
30, and the average cash discount allowed will be three-tenths of 1 per 
cent of the amount collected. 

Sixty per cent of estimated sales will be collected in the quarter in which 
sales are made; the balance are to be collected in the succeeding quarter. 
The average cash discount allowed will be three-trmths of 1 per cent of the 
amount collected. 

Notes payable are dated June 30, 1945, due September 30, 1945, with 
interest at 6 per cent. 

First-mortgage bonds arc due June 30, 1918, with interest payable 
June 30 and December 30 of each year at the rate of 0 per cent. 

Accounts payable as of June 30 are to be paid during July; the average 
cash discount will be one-half of I per cent. 

Raw material inventory is estimated to increase $55,000 during the 
quarter ended September 30, 1945, with no further increase for the follow¬ 
ing quarter. 

The reserve for 1944 income taxes will be paid in two equal installments 
on September 15, 1945, and December 15, 1945. 

Seventy-five per cent of material purchases are paid during the quarter- 
in which purchases are made. An average cash discount of one-half of 1 
per cent will be earned on payments. The remaining 25 per cent of 
material purchases made during a (piarter are paid during the subsequent 
quarter with the same cash discount. 

All other expenses are paid in the (luarter in which incurred, except; 

1. Real-estate taxes are paid on December 30, 1945. 

2. Miscellaneous accruals (included in manufacturing expense) will 
increase the miscellaneous accruals account by $1,000 each quarter. 

3. In addition to item 2 above, depreciation charges are as follows: 

Building . . . 3 prr rent per annum 

Machinery and equipment. . . .7 prr cent per annum 
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Depreciation of furniture and fixtures at the rate of 5 per cent per 
annum is charged to administrative expense. 

Selling, shipping, and administrative expense are expected to increase 
in proportion to the increase in the sales volume and will be paid in the 
quarter in which incurred. 

Set up a reserve for 11)45 income taxes on the basis of 50 per cent of the 
net operating profit as shown by your estimates 

The company borrnvs on the last day of each quarter sufficient money 
to meet the cash requirements and maintain a cash balance of approxi¬ 
mately $50,000. The loans are represented by 90-day notes, with an 
interest rate of 6 per cent 


X M \NUFACTURINGr COMPANY 

Trial biilance, June 30, 1045 


Af'founts reeeivnlih' 

Inventory 
Material 
Work in proeess 
Fini'ilit'd goods 
Land 
Buildings 

Marhinery and equipirient 

Fiiniituip aiifl fixtures 

Keaerve for depreciation buddings 

Reserve for dejireeiatinn mat hinery and equijunt id 

Reserve for depreciation furniture and fixtures 

Notes payable 

Accounts payable 

Miscellani‘ous expense accruals 

Reserve for income taxes (1044) 

Reserve foi uuome taxt's (1015) 

Accrued real-estate taxes 

First-mortgage bonds 

Capital stock—common |10U jiai 

Sui plus 

Sales 

Purchases—mat ei nd 
Direct labor 
Manufacturing expense 
Discount earned 
Discount allowed 
Interest expense 
Shipping expense 
Selling expense 
Administrative expense 
Provision for 1945 income taxes 
Totals 


Debits Credits 

% 50,000 

150,000 


75,000 

50,000 

40,000 

25.000 

150,000 

100,000 

10,000 


179,000 

190,000 

380,000 

1,000 

6,300 

1,000 

99,000 

70,000 

12,100 


$ 24,750 

38,350 
2,750 
35,000 
70,650 
15,000 
20,000 
12,100 
4,500 
120 000 
180,000 
57,800 
1 000,000 


1,500 


51,588,400 $1,588,400 
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Problem 123 

(Maryland, November, 1942) 

From the records of the A Company you have prepared the attached 
balance sheet as of September 30, 1942, and profit and loss statement for 
the nine months ended September 30, 1942. 

In order that the officials may be properly guided in their financial 
affairs, they ask you to prepare a forecast of their operations to the end 
of the year. 

The following additional information is obtained from the records and 
from conversation with the oflicials of the company. 

Sales forecast may be based on past experience vhich showed the fol¬ 
lowing percentages of annual sales: October, 13)3 per cent; November, 
10 per cent; December, 10 per cent. 

Inventory reduction for these three months is to be $10,000. This 
reduction is to be spread over the period in proportion to sales. Seasonal 
fluctuation in sales volume docs not affect the percentage of gross profit. 

Annual insurance premium is due February 28. 11,500. 

Taxes are paid in January. 

Interest on bonded indebtedness is due June 1 and Decemiber 1. On 
December 1, 1942, $2,500 j)ar value of bonds becomes due and payal)le. 

Bank loan is due October 31, 1912, and it is expected that it will be 
renewed in full for 90 days on a 0 per cent interest basis. 

Of the accounts leceivable, it is estimated $18,000 will be collected 
during October and the balance the following month. Forecast sales are 
estimated as follows: 

Twenty per cent cash. 

Sixty per cent will be due in the first calendar month following date 
of sale. 

Fifteen per cent will be due in the second calendar month following 
date of sale. 

Five per cent will be due in the third calendar month following date 
of sale. 

It may be assumed that all accounts will be collected when due. 

Cash discount alloweil on sales has averaged per cent of cash sales. 

It is estimated that present accounts payable will be paid as follows: 
$15,000 in October and $3,000 in November. New purchases are to be 
figured as follows: 80 per cent due in the following month and 20 per cent 
due in second month following. Cash discount is one-quarter per cent 
of all accounts paid. 

For the purpose of forecast, it may be assumed that operating expenses 
do not vary much from month to month and are paid in the month during 
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which they are incurred except for items that are paid annually or less 
than once a year 

State and Federal income taxes can be ignored for purpose of this 
problem. 

Required; 


1. Forecast profit and loss for remaining three months and total for 
year. 

2. Forecast balance sheet for October 31, 1942. 


The a Company 
hh[‘Pt, Septi^mbcr 30, 1942 


A'^'icis 

Current assets 

Cash on hand I 100 00 

Areouiits ri'ceivahle 25,475 00 

Inventory 50,000 00 

Y Company bond duf November 1, l‘n2 (eosl ) 900 00 

Aerrued interest reteivabli* on Y bond 25 00 


Total current assets 
Fixed assets: 

Land 

Buildings 

Furniture and fixliir[‘s 
Trucks 

Leas reserve for ileprei latuui 
Net sound value 
Prepaid insurance 
Total assets 

Liahilitus ar 

Current liabilities: 

Notes payable—bank 
Accounts payable 
Bank overdraft 
Accrued taxes 

Accrued interest on bank loan 
Accrued interest on bonds 
Total current liabilities 
First-mortgage bonds—6% 

Total liabdities 
N et worth: 

Common stock. . 

Surplus 

Profit January 1 to September 30, 1942 


J576,500 00 

% 12,400 00 

150,000 00 
10 000 00 
1 400 00 
$hl ,4tK) 00 

9, 850 00 51,550 00 

$ 63,950 00 
625 00 
$141,075 00 

N(t Wotih 

$15,000 00 
18,000 00 
500 00 
1,125 00 
150 00 
200 00 

$ 34,975 00 
10,000 00 
$ 44,975.00 

$60,000 00 
28,903 70 
7,196 30 


Total net worth 
Total liabilities and net worth 


96,100 00 
$ 141 , 075 ^ 
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The A Company 
P rofit and loss statement 
Nine montyia ended September 30, 1!>42 

Net sales. *200,000.00 

Cost of sales: 

Inventory, January 1, 1912. * 45,000.00 

Add purchases. 175.000.00 

*220,000.00 

Less inventory, September 30, 1942. 50,000.00 

Cost of sales. 170,000.00 

Gross pro fit. * 30,000.00 

Operating expens[?s: 

Advertising. * 90.00 

Light, heat, and power. 810.00 

Postage. 63.00 

Subscriptions. 108.00 

Taxes on real and personal pro])eily. 1,125.00 

Stationery and supplies. 128.25 

Telephone and telegraph. 76.95 

Officers’ salaries. 9,000 00 

Organization expense for increasing capital slock. 900 00 

Office salaries. 6,300.00 

Insurance. 1 ,125.00 

Collection expense. 360.00 

Depreciation. 1,575.00 21,661.20 

OperEiting profit. * 8,338.80 

Other income; 

Discount earned. I 437.50 

Interest earned on Y bend. 45.00 482.50 

* 8,821.30 

Deductions from income: 

Cash discount allowed. . * 500.00 

Interest expensi^—bank loan. 675.00 

Interest expense—first-mortgage bonds. ... 450.00 1 ,625.00 

Net profit. * 7,196.30 


Problem 124 

(American Institute of Aceoimtants, November, 1939) 

A manufacturer wishes to enter the hosiery Icnitting business hut lacks 
sufficient capital. Hoping to obtain the necessary additional funds from 
temporary bank loans by indicating substantial potential profits, he has 
requested that the following projected statements or budgets be prepared 
by quarters, starting with the third quarter in 1940 and ending with the 
quarter in which it is estimated that all bank borrowings have been 
liquidated: 

(a) Statements of cash receipts and disbursements. 
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(b) Balance-sheets. 

(c) Statements of profit and loss. 

Prepare these statements and indicate what responsibility the public 
accountant should assume. 

The statements are to be based upon estimates and assumptions fur¬ 
nished by the manufacturer as listed below. 

1. It is proposed that the corporation will bef!;in business on July 1, 
1940, with a cash capital of 35100,000, all paid in. 

2. Knitting machinery consisting of eight units costing 35170,000 will 
be ordered at once; delivery will require one month; and payment will be 
made as follows: 

10*^0 in cash with order 
10% in cash on delivery 

80% by notes dated August 1, 1940, maturing quarterly in equal amounts 
over two years, the first note falling due at the end of the 1st quarter 
of 1941. Interest at 6% will be paid quarterly on unpaid notes. 

3. Auxiliary machinery will cost 358,000; factory furniture, fixtures, 
etc., will cost 352,000; both items will be purchfLsed at once for cash. 

4. Borrowings in units of 125,000 each, 6% interest (payable at the 
end of each quarter), will be made as required at the beginning of quarters; 
repayments of not less than $25,000 each will be made when possible at 
the end of [[uarters. Cash balances must be budgeted never to be less 
than $20,000. 

5. Quarterly production of hosiery will be as follows: 


4th quart IT nf 1040. 4,000 Llozm 

1st qiifirtcr uf 1041. 0,000 " 

Quartprly thiTiaifter . 24,000 “ 


6. Costs of production will be as follows: 

Direct costs per dozen pairs of hosiery produced 

Thrown silk (purfhasrul on tonus of 00 days not) 
DiroL't luhor, dyoin^, otr. 

Factory overhead, by quarters: 


Starting at once. $ 2, OCX) 

4th quarter of 1040. 4,000 

1st quarter of 1 041. 9,000 

Quarterly thereafter. 15,000 


Depreciation of fixed assets at a composite rate of 8 %d per annum will be 
provided starting with the 4th quarter of 1940. 
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7. Selling expenses will be 120,000 each quarter, starting at once. 

8. General and administrative expenses by quarters will be as follows; 

Starting at once. 53,000 

4th quarter of 1940. 5,000 

Quarterly thereafter. 0,000 

9. Hosiery manufactured will be sold at the following prices: 

80% firsts at. $12.00 i)[‘r dozen 

20% seconds at. 2.00 " “ 

With every four dozen firsts, one dozen seconds will be sold. 

10. Customers’ terms will be thirty days net. It will be assumed that 
payments will be received when due, that tlierc will be no bad debts, ami 
that each month’s sales will equal one third of the quarter’.- sales. 

11. Inventories of thrown silk will be one lialf of the consumption in 
the succeeding quarter. 

12. Inventories of finished hosiery (it will be assumed that hosiery in 
process will be finished at the ends of (piarters) w dl be as frdlows: 


End of 4th quarter of 1940. 1 ,000 ilozen 

End of 1st quarter of 1941 . 1 ,000 “ 

End of each quarter thereafter. 1,000 “ 


13. Inventory valuation of linishecl hosiery will he based upon cost at 
maximum production. 

14. Provision for federal income taxes will })c made tmly at tlie close 
of the calendar years, and will not he consitlercd in llu* j)rcparation of the 
projected statements. 

Problem 126 

(American Institute of Accountants, November, 1948) 

From the information below prepare a monthly cash budget for AB 
Trading Company for the three months ending March 31, 1949. 

AB Trading Company purchases merchandise on terms td 2/10, n/(iO, 
and regularly takes discounts on the tenth day after the invoice date. 
It may be assumed that one-third of the purchases of any month are due 
for discount and are paid for in the following month. 

The company’s sales terms are 2/10, n/30, Vj. O. M. It has been the 
company’s experience that discounts on 80 per cent of billings have been 
allowed and that, of the remainder, one-half have been paid during the 
month following billing and the balance during the second following 
month. 

The average rate of gross profit based on sales price, is 25 per cent. 
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Total sales for the company’s fiscal year ending June 30, 1949, have been 
estimated at 80,000 units, distributed monthly as follows; 


July. 

. . 9 % 

October. 

. . 9% 

January. . 

. . . . 3% 

April. . . 

•■7% 

August. 

.. 10% 

November... 

-- 10% 

February. 

- . . 5% 

May. . . 

•• 6% 

September. . . 

.. 12% 

December. . . 

. . 15% 

March. . . 

. . . . 6% 

June... 

.. 8% 


To insure prompt delivery of merchandise, inventories are maintained 
during January and February at 6 per cent of the number of units esti¬ 
mated to be sold throughout the year, while during the rest of the year 
they are maintained at 10 per cent of that number. The inventories at 
December 3i and February 28 should be at the levels intended to be 
maintained during the respective ensuing seasons. 

Total budgeted selling, administrative and general expenses for the 
fiscal year ending June 30, 1949, are estimated at $312,000, of which 
$120,000 are fixed expenses (inclusive of $24,000 annual depreciation). 
These fixed expenses are incurred uniformly throughout the year. The 
other selling, administrative and general expenses vary with sales. In 
total, these expenses amount to $192,000 or 12 per cent of total sales for 
the year. Expenses are paid as incurred, without discounts. 

It is assumed that at January 1, 1949, merchantlise inventory, at the 
i)% level, will consist of 4,800 units, to cost $72,000, before discount, and 
the cash balance will be $112,000. 

Problem 126 

(Ohio, May, 1941) 

The Columbus Parts Company was organized January 15, 1940, and 
with its paid-in capital of $300,000 purchased for $150,000 cash a plant 
in which to manufacture a household applicance. 

It began operations on January 10, adopting a G-hour day, and 
employed in all capacities the following persons at a uniform wage for 
the periods shown; 

January, 150 employees, 14 working days (1 period 14 days). 

February, 200 employees, 24 working days (2 periods 12 days). 

March, 300 employees, 20 working days (2 periods 13 days). 

April, 450 employees, 20 working days (2 periods 13 days). 

May, 450 employees, 20 working days (2 periods 13 days). 

It requires three man-hours of direct labor to complete each unit of 
production, and this is reflected in completed units to the extent that no 
production is in process at the end of each monthly period. The direct 
labor cost is $2.10 a unit. 
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Raw materials in the amount of S50,000 were purchased in January. 
In each month thereafter purchases were made to cover material to be 
used in production of the following month; thus in February enough raw 
material was purchased to cover production in March; etc. The raw 
material cost is $3.80 a unit, which includes allowance for a 5 per cent 
material loss in the manufacturing process. 

Overhead expenses amount to 200 per cent of direct labor, such expenses 
including indirect labor in ratio of $1 of labor to $3 of other expenses. 
Depreciation is included at the rate of $750 a month. 

No product was shipped in January, but 9,000 units were shipped in 
February, 12,000 in March, and 15,000 in April. Ten per cent of the 
shipments have been to dealers on consignment, and they have reported 
sales each month equal to two-thirds of current deliveries to them. 

Administration and selling expenses (including taxes but exclusive of 
interest) amount to $6,525 monthly, commencing in February. On 
April 1 the company borrowed $60,000 on a 90-day note discounted at 
0 per cent. 

All sales are made at a uniform price and are due for payment on the 
tentVi of the month following shipment, and 90 per cent of accounts 
receivable are paid when due. The remainder of the accounts were 
unpaid at April 30. 

Labor payrolls are computed for semi-monthly periods, payment of 
the first period being made on the twentieth. The second period is paid 
on the fifth of the next month. Materials are paid for on the twenty- 
fifth of the month following purchase. All other expenses are paid 
within the month in wdiich they accrue. 

The company earned a net profit of 12j^ per cent of its sales in the 
month of February. 

You arc to prepare l\\o schedules in columnar form: (1) a cash state¬ 
ment and (2) an operating statement each for the months of January, 
February, March, and April. 


Problem 127 

(Ohio, October, 1940) 

The M Corporation has received c()ntracts that will double the rate of 
operations of its plant beginning July 1, 1940, and continuing for the next 
six months, as compared with the six months ended June 30. Application 
for additional credit has been made, and you are to prepare the following 
statements for the bank: 

Balance sheet as of June 30, 1940. 
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Statement of profit and loss and cost of sales for the six months ended 
June 30, 1940. 

Estimate of line of credit needed to finance the increased production. 

Certain discrepancies in the inventories have been disclosed by you, 
and it is now proposed that the bank will increase the mortgage to 60 per 
cent of the net book value of land and buildings as of January 1, 1940, in 
order to reduce the current loans. 

In addition to the discrepancies in inventories you find errors in 
accounting procedure whereby costs have been incorrectly stated. 

Thk M CniiroHATioN 
Trial balanrii, Juiu* 30, 1040 


Debits Credits 

Cash. 

On hand $ 1,000 

On deposit 70,000 

Aceouiits reeeivable 240,000 

Inventories: 

Raw materials 220,000 

Contracts in process 180,000 

Land 100,000 

Buildings 450,000 

Machiner> and (Miuipmcnt 650,000 

Othce furniture 25,000 

Tools 20,000 

Prepaul expenses . 16,300 

Notes payiilile—The \ Hunk at 5% ])er annum $ 210,000 

Af'coiiiits payable 250,000 

Accruals' 

Taxes 4,000 

Payroll 20,000 

Interest 4,500 

First morlgagc, 5% —The \ Hank 100,000 

Reserve for bad debts 5,000 

Reserve for deprecintinn 120,000 

Reserve for Federal inconu' tax 3,800 

Capital stock—common 1,000,000 

Capital surplus—ApprciiMtion of assid values 150,000 

ICarned surplus 76,000 

Completed contracts 610,000 

Purchase discounts anil sundry gams 15,000 

C^st of completed contracts 600,000 

Allowances 5,000 

Commissions 15,000 

Totals. 352,601,300 S2,601,300 


From physical inventory and various records the raw materials inven¬ 
tory account is analyzed as follows; 
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Tools (consumed in operations). 

Dies and jigs (at cost; identified with items in stork—value for future use 

estimated at 50%). 

Supplies—physical inventory. 

Machiner}^ and equipment (at cost in 1940). 

Undercharges to completed contracts, 1940. 

Raw materials—physical inventory. 

Shortage. 

Total. 


$ 20,000 

40,000 

10,000 

5,000 

5,000 

130,000 

10,000 

$ 220 ^^ 


All inventory discrepancies other than those stated to have occurred in 
1940 relate to prior years. 

Contract costs are analyzed as follows; 



(k)st of 
CDm]'li't(‘d 
contracts 

Cmit 
in pr 

Dt'i'i'iii'n’r 

31, 11)31) 

1 acts 

Dcesa 

June 

30, 1940 

Raw materials useil. 

$11)0,000 

.$ .37,000 

$ 00,000 

Direct labor. .... 

150,000 

32,000 

40,000 

Repairs and mainf Piiiince . 

10,000 

2,000 

3,OCX) 

Light, heat, and power. . . 

25,000 

5,000 

7,500 

Supplies—plant. 

7,500 

1 ,500 

2,500 

Depreciation: 




Buildings— . 

11,000 

2,000 

3,000 

Machinery —10%. 

32,000 

11,000 

9,000 

Indirect labor. 

25, OtX) 

5,000 

8,000 

Miscellaneous—plant expense' .. 

10,000 

2,100 

4,700 

Tools. . 

3,000 

500 

1 ,000 

Jigs and dies. 

7,000 

1 ,500 

3,000 

Taxes—Real, personal, old agi', ami unein])loy- 
ment: 




Plant. 

12,000 

2,400 

3,000 

Administrative and selling. 

3,000 

flOO 

900 

Federal capital stock. 

1,000 

2(X) 

3(X) 

Federal income. 

2,500 

300 

000 

State franchise. 

1,000 

200 

300 

Officers’ salaries—50*% nuiiuifai turing 

10,000 

2,000 

3,000 

Office and salesmen’s salaries .... 

25,000 

5,000 

7,500 

Selling expenses. 

20,000 

4,000 

0,000 

Engineering expense—50maimfarluring. ! 

25,(XX) 

5,000 

7,500 

Office expense. . 

15,000 

3,000 

4,500 

Depreciation office furniture—10 "/I. 

1 ,000 

200 

300 

Interest expense. . 

11,500 

2,000 

3,000 

Insurance—plant. 

2,000 

400 

000 

Administrative and selling. 

500 

100 

200 

Totals. 

$600,000 

$120,000 

$180,000 
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Depreciation is computed at the annual rates given, and fixed asset 
accounts have not changed since Deceml)er 31, 1939. Reserve for depre¬ 
ciation of buildings as of December 31, 1939, Avas l$30,000. Jigs and dies 
included above are special and considered of no value for future use. 

In order to obtain approximate costs promptly on contracts in process, 
you are requested to suggest a method of handling the burden charge and 
state why the present method is unsatisfactory. 

In connection Avith the estimate of line of credit the following furtlier 
assumptions arc to be made: 

That shipments for July will be S150,000, the effects of the increased 
volume not being fully realized until later. 

That accounts receivable will not exceed $300,000. 

That maximum raw materials inventory required Avill be $200,000. 

That total current liabilities, exclusive of bank loans, are not to exceed 

$ 200 , 000 . 

That the foregoing limits Avill be reached by July 31. 

That manufacturing burden, exclusive of depreioiilion, will increase by 
50 per cent for a 100 per cent increase in direct costs. 

That total selling and administrative expenses (exclusive of fleprccia- 
tion), together with interest and provision for income tax, will be 
50 per cent higher than the average for the past six months. 

Any other factors affecting the current position can be disrcgardetl. 
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Problem 12B 

(American Institute of Accountants, May, 1939) 

On July 1, 1937, the merchandise inventory of the glove department 
of a department store aggregated $90,600 at retail and $54,360 at cost. 
During the following six months the purchases and sales were as follows; 

Purchases 


Retail Original Net 

Month Cost Price Mark-up Sales 

July. % 24,300 | 40,200 $ 15,000 $ 24,000 

August. 31,500 55,800 24,300 30,500 

September. 43,000 75,900 32,900 38,200 

October. 35,200 60,000 24,800 55,300 

November. 17,300 30,300 13,000 58,700 

December. 0,500 15,700 6,200 60,000 

•H;160,800 $277,000 $117,100 $268,500 


During these six months the following rediudJons weie made in the retail 


price: 

1. To facilitate disposal of over stork. $ 4,000 

2. In connection with odd lota. 2,500 

3. To meet competitive prices. . 3,000 

4. Miscellaneous. 2,000 

Together. $11,500 


In addition to the above mark-downs, the selling price of certain mer¬ 
chandise was reduced in connection with a special store-wide sale held 
annually in October of each year. For the duration of the sale, the sell¬ 
ing price of a lot of merchandise consisting of 300 dozen pair of a nation¬ 
ally advertised brand of gloves was reduced from $5.00 per pair to $4.25 
per pair. At the conclusion of the special sales period it was found that 
26 dozen pair remained unsold and the selling price thereof was restored 
to $5.00 per pair. 

During the season the selling price of a special lot of imported gloves 
which proved to be unusually popular was increased from the original 
selling price of $6.00 per pair to $7.50 per pair. This additional mark-up 
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applied to 500 dozen pair of gloves. Later in the season the additional 
mark-up of $1.50 was canceled on 75 dozen pair of gloves of a ceitain 
color which were not moving as fast as the remainder of the line and the 
price reduced to the original price of $6.00 per pair. 

A physical inventory taken at the close of business December 31, 1937, 
aggregated $94,500 at retail. The physical inventory at retail was found 
to be unusually close to the book inventory and did not show the normal 
expected shrinkage. Investigation revealed that a lot of 50 dozen pair of 
gloves received in the last few days of the year had not been included in 
the purchases recorded in the stock records because the invoice had not 
been received until after the close of the year This lot of 50 dozen pair 
of gloves was purchased at a cost of $3 75 per pair and marked to sell at 
$6 00 per pair Some of the gloves included in this lot had been sold 
before the close of the year and were not included in the inventory 
From the above information compute by use of the retail inventory 
method 

(a) The amount of the stock shortage at retail. 

(b) The value at which the closing inventory of the glove department 
should be cairied on the balance-sheet 

(c) The cost of sales for the six months ended December 31, 1937 

In the solution carry percentages to 2 decimal places 

Problem 129 

(Maryland, November, 1942) 

The departmental profit and loss leeord of a specialty shop discloses 
the following information for the month of Februaiy 


Purrhaspq at rost—net $ 64,000 

Additional markups I 200 

Initial invLiilory—at cost 10 000 

Transportation inward 1,000 

Gross markdowns 7,250 

Revisions of retail downward (or additional markup tan cell at ions) 200 

Gross sains 106,000 

Initial inventory at retail 15,000 

Markdown cam L'llations 750 

Purchases at retail 109,000 

Returns from customers 6,000 

Actual physical closing inventory at letail 18,000 

Cash disrounts earned 200 

Department expenses ,. 30,000 

Transfers in (cost $1,000)—at retail 1,200 

Transfers out—at retail 1,000 
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Required: 

1. Stock shortage in dollars and percentage. 

2. Cost of merchandise sold. 

3. Gross margin in dollars and percentage. 

4. Expense percentage. 

5. Net profit in dollars and percentage. 

6. Stock turn for February. 

Problem 130 

(Ohio, May, 1939) 

The Merchandising Company had a retail inventory of $1,000,000 at 
January 1, 1938, which included a 40 per cent markup. During the year 
it averaged an original markup of 42 per cent on all new merchandise 
purchased. The cost of new merchandise purchased for the year, plus 
transportation charges of 2 per cent, aggregated $3,312,950. Net altera¬ 
tion expenses for the year amounted to $40,040. It was the practice of 
the company in determining its accumulated markup to include all costs. 
Other items entering into gross profit were as follows: 


Sales (net). $5,500,000 

Additional markups. 100,000 

Markdown eaiieellations—10% of additional markups. 

Shrinkage (causes unknown). . .. 00,000 

Mark downs. 4% 

Stolen merebandisn. .... 18,000 

Breakage. 2,000 

Employees discount. 10,000 


Expenses of the company were divided into five functional groups and 
are stated at their per cent to sales unless indicated otherwise: 

Administrative. 5 % 

Publicity... 7 % 

Buying. 5 % 

Selling. 12% 

Occupancy. 1275,000* 

*ExrluHivi; of Htorp rental but ineluiling depreciation of ^100,000. 

The company has a lease arrangement for its store premises which 
provides for the payment of 3 per cent of net sales which shall be included 
as part of occupancy expense providing the total of the adjusted func¬ 
tional expense group does not exceed 35 per cent of the net sales. In the 
event that this percentage is exceeded, rental shall bo computed at 50 
per cent of an amount which is equal to a 38 per cent gross profit on sales, 
less the expenses of the functional group exclusive of depreciation and any 
allowance for rent. 
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Annual rentals are paid each year to the trustee for land trust certifi¬ 
cate holders, and an amount of $5 a year is distributed by the trustee 
semi-annually, June 30 and December 31, with respect to each $100 
certificate outstanding. The leasehold agreement provides that the 
company has the option to purchase the leased premises from the trustee. 
The purchase price is reducible from year to year by the application of 
undistributed rentals toward the purchase of outstanding certificates 
issued originally on January 1, 1934, in the aggregate amount of $2,000,- 
000. Rental payments of the company for the preceding years and 
purchases by the trustee are shown as follows: 


Year 

Rental 

payments 

Purchases of 
trust certificates 
at face value 

1934 

$150,000 

None 

1935 

160,000 

Juno, 30, 193.5 4/200 

1936 

170,000 

Jan. 1, 1936 5/200 

1937 

180,000 

June 30, 1937 0/200 

1938 


Dec. 31, 1938 139/2,000 


You are to prepare (1) a statement of profit and loss for the year 
(exclusive of Federal tax computation), (2) schedule of inventory com¬ 
putation, and (3) computation showing reduction of the purchase price 
on the leased premises during the five-year period and the amount of 
cash held by the trustee at December 31, 1938. 

Problem 131 

(American Institute of Accountants, November, 1941) 

Prepare a schedule showing sales, costs, and operating net income for 
each line of goods distributed by the Argo Grocery Company. Furnish 
supporting schedules indicating clearly how the items of expense have 
been apportioned. Show results only to the nearest dollar. 

The Argo Grocery Company manufactures and distributes in a limited 
area two lines of grocery products. One line is distributed to hotels and 
restaurants, the other to retail grocers. Selling organizations for the 
two lines are separately set up and operated, and there is considerable 
rivalry between them. There is also a good deal of argument about which 
line nets the greater income to the company. Total dollar volumes of the 
two lines are roughly equal, but on account of competitive conditions the 
margins in the restaurant line are relatively narrow while wider margins 
are enjoyed by the retail line. From this fact the sales manager for the 
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retail line argues that his line contributes more to the company's net 
income. The restaurant sales manager, however, insists that the distri¬ 
bution costs per dollar of sales for his line are sufficiently lower to make 
up for the difference in margin. 

In an attempt to settle the argument the following facts about the 
company’s 1940 business have been ascertained: 

Both lines are stored in a single warehouse, and packing and shipping 
activities are carried on by the same crew. The restaurant line consists 
of ten items and is sold in shipping containers supplied by the factory and 
included as part of factory cost. The retail line consists of fifty items. 
The goods must be assembled and packed in containers after orders are 
received. Time studies indicate that it takes about four times as long 
to prepare ®100 worth (at selling price) of retail goods for shipment as in 
the case of restaurant goods. Restaurant goods are delivered at the 
warehouse dock to customers’ trucks or to common carriers; in the latter 
case the customers pay the freight. The company’s own delivery equip¬ 
ment is used entirely for the retail line. 

Advertising is directed entirely at the ultimate consumer, with the 
aim of persuading him to demand the company’s products at stores and 
in public eating places. It consists of newspaper advertising and of dis¬ 
play matter and leaflets supplied to dealers. About 10 per cent as much 
newspaper space is devoted to the restaurant line as to the retail line. 
The company’s advertising staff consists of one man, who spends two 
thirds of his time on newspaper advertising and the balance on display 
and leaflet material. 

Schedule 1 lists the operating expenses of the company other than those 
concerned with manufacturing. Schedule 2 lists important operating 
data ascertained in the course of your investigation. The apportion¬ 
ment of office and clerical time is the result of time studies and estimates. 
It is the opinion of the management that office supplies and equipment 
expense roughly parallels the office and clerical salaries. The manage¬ 
ment rejects as inadmissible the inclusion of interest on investment. 
Approximately one half of the time of credit and collection employees is 
spent in routine checking orders for credit approval. The balance is 
spent on credit follow-ups and attempts to collect specific accounts. 
Experience indicates that the average retail account is about five times 
as likely to require such collection effort as the average restaurant 
account. Historical records show that about one per cent of retail 

sales are never collected, while only Mo of one per cent of restaurant 
sales prove to be uncollectible. 

Ninety per cent of the job of keeping warehouse stock records is con¬ 
cerned with shipments and 10 per cent with receipts from the factory. 
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All items of the restaurant line are received at the warehouse every day, 
but items in the retail line are received on the average only every other 


day. 

Schedule 1 
Expense Data 

Sales force salaries and expense* 

Restaurant line $15,000 

Retail line 35,000 

Warehouse depreciation, insurance, etc 4,000 

Packing and shipping wages 10,000 

Shipping containers 800 

Other shipping supplies (proportionate to number of sales invoiecb) 600 

Delivery wages, supplies, and expense 3,000 

Newspaper advertising 11,000 

Display material and dealers’ helps 2,500 

Adverlising salary 1,650 

Office and clerual salaries (see schedule 2j 5,000 

Office supplies and eipiipment expense 1,600 

Executive salaiies and expense (apportion on basis of sales) 8,000 

Bad delits allowance 1,590 

Total $99,740 


SniEDllLE 2 
Operating Data 


Sales 

Factory cost of Lsales 

Warehouse apace occupied by lilOO worth, at cost 

Average inventory, at cost 

Number of sales invoices 

Average number of items per invoice 

Number of customers 

Average customers’ accounts outstanding 
Analysis of office and clerical tune 
Keeping warehouse stock records 
J^repanng order and sales invoice forms 
Posting sales invoices 

Receding cash and posting cash receipts 
Preparing customers’ statements 
Credit and collection activities 

General accounting and clerical (apportion on basis of sales) 


Restaurant Retail 
$240,000 $270,000 
$200,000 $180,000 
30 cu ft 60 cu ft 
$ 20,000 $ 40,000 
1,000 9,000 

4 12 

28 224 

$ 20,000 $ 40,000 
% 

5 

25 

15 

5 

5 

10 

35 

Too 


Problem 132 

(American Institute of Accountants^ November 1948) 

Prepare from the following information a columnar worksheet, reflecting 
therein: 
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A. The transactions and adjustments necessary to be recorded on the 
books of both the branch and home office; 

B. The assets and liabilities of the branch as at September 30, 1948 

C. The related income data for the year then ended, which will be 
required for the state franchise report. 

The Phoenix Branch, an outlet of Ace Mart Co., receives its merchan¬ 
dise from its out-of-state home office at an interoffice billing price deter¬ 
mined at 133}^% of cost at home office shipping point. Branch inven¬ 
tories are carried on the branch books, at the interoffice billing price. 

The Phoenix Branch is required to file a separate state franchise report 
and for this purpose inventories are to be based on cost at home office 
shipping point without regard to transportation costs 

The trial balance before closing of Phoenix Branch of Ace Mart Co. as 
at August 31, 1948, appears below: 

Dr. Cr 


Cash 

$ 13,930 


Imprest cash fund 

200 


Notes receivable 

8,000 


Accrued interest income, October 1, 1947 

190 


Accounts receivable 

18,000 


Inventory, October 1, 1047, at interoffice billing piue 

12,000 


Sales 


$ 56,200 

Sales returns 

2,500 


Sales allowances 

Shipments from home office and other branch (at inieroflice 

3,815 


billing price) 

61,840 


Freight-m 

3,064 


Home office merchandise aLcouiil 


01,840 

Home office current account 


11,309 

Selling expenses 

2,910 


Administrative and general expenses 

1,150 


Intel est income 


1 250 

Total 

SI30 599 

CO 

o 


Related accounts in the books of the home office of Ace Mart Co. show 
balances as at September 30, 1948, before year-end closing as follows: 

Dr. Cr. 

Reserve for bad debts—Phoenix branch arconnts reoPivaldn (to be 

adjusted at year-end closing to 2 % of accounts receivable) $ 850 

Reserve for interoffice proht on inventories—Phoenix branch 

10/1/47 3,000 

Branch furniture and fixtures, at cost, acquired 10/1/43 $ 4,500 

Depreciation reserve—Phoenix branch furniture and fixtures 

(depreciation accumulated through 9/30/47) 1,800 

Phoenix branch current account 11,423 

Phoenix branch merchandise account 64,800 

Shipments to branch (at billing price) 


64,800 
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Transactions of the branch for September, 1948, as yet unrecorded 
because of illness of the branch bookkeeper, are summarized as follows; 

1. Gross sales on credit, 812,000. 

2. Sales returns, 8600; sales allowances, 8885. 

3. Shipments from home office at billing price, 82,960; freight paid by 
branch, 8195. 

4. Selling expenses, 8390, and administrative and general expenses, 
8750, paid in cash. 

5. Cash collected from customers, 86,570; notes received on account, 
82,100. 

6. Cash remitted to home office on September 30, 1948, 82,500. 

OihvT branch data as at September 30, 1948 

7. Interest accrued on notes receivable, 8204. 

8. Accounts determined to be worthless and to be charged off, 8595. 

9. Actual petty cash on hand, 886. The petty cash paid out was for 
miscellaneous administrative expenses. A check to replenish the 
imprest cash fund was in transit from the home office as at Septem¬ 
ber 30, 1948. 

10. Inventory of Phoenix Branch September 30, 1948, at interoffice 
billing price 816,000. 

Additional facts 

11. During the year, the home office incurred clerical and other 

expenses of 81,270 applicable to the Phoenix branch, also insur¬ 
ance on direct shipments to the branch of 8185. These items, 
recorded in the Administrative and General Expense Control 
account of the home office, are charged currently to branch oper¬ 
ations subsidiary accounts on the books of home office. 

12. The freight-in account on the branch books is found to include 

8300 of freight on merchandise intended for shipment to Phoenix 
branch but erroneously shipped to Bartonville branch and 
retained by the latter. 

Problem 133 

(Wisconsin, November, 1939) 

The Modern Manufacturing Company maintains a branch at LaCrosse. 
Merchandise is billed to the branch at 120 per cent of cost. Among other 
accounts on the Modern Manufacturing Company's book on December 
31, 1938, you find the following which affect the branch: 


Branch account current—debit balaiirn. JS 45,000 

Reserve for profit in branch inventory on January 1, 1938—credit balance.. 3,000 

Shipments to branch—current year at 120% of cost—credit balance. 264,000 
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The trial balance of the branch books on December 31, 1938, is as 
follows: 

LaCrobse Branch 
Trial balance, December 31, 1938 
Accounts Debits Credits 


Petty cash. . $ 

Accounts receivable 

Inventory, January 1, 1938 

Furniture and fixtures 

Reserve for depreciation 

Notes payable 

Accounts payable 

Head office current account 

Shipment from head uflice 2l 

Sales 

Operating expenses 

Totals .1^3 

Inventory at billed pnee, December 31, 1938 
Depreciation of furniture and fixtures 


Debits 

2,000 

10,000 

18,000 

12,000 


264,000 


I 3,000 
4,000 
2,400 
45,000 

264,200 


.1^318,^ 0 #318,600 
138 ^ $ 14^400 

7% 


From the above data submit the necessary journal entries to incorpor¬ 
ate the branch results on tlie books of the Modern Manufacturing Com¬ 
pany so that the correct profit will be stated for branch operations. 


Problem 134 


(Ohio, May, 1940) 

The Consumer Products Company operates a number of branches 
selling household appliances to the public. Peculiar circumstances 
affecting one of its branch managers have resulted in your employment 
to examine the records of his office. From the information given, you 
will prepare trial balances before and after closing and a brief statement 
of any conclusions you may draw therefrom. The accounts were last 
audited as of January 1, 1945. On the home office books, the account 
of the branch appears as follows: 


Balance, January 1, 1945 
Shipments to branch at selling price 
Equipment purchases at cost 
Cash advances . 

Remittance for outside purchases—not including Dcccmbr'i, 19 4.5, pui chases 
amounting to $6,800 

Less: 

Receipts from branch $214,366 

Bad debts per list of December 31, 1945 1,587 

Balance, December 31, 1945 


$ 76,409 
185,500 
12,640 
23,000 

53,400 

$350,949 

215,953 

$134,996 
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A trial balance of the branch at January 1, 1945 consisted of the follow¬ 
ing items: 


Cash—December, 1944 receipts. 121,534 

Customers' accounts receivable. 26,804 

Inventory, December 31, 1944 at retail. 19,565 

Equipment purchased by home office. 18,206 

$86,109 

Accounts payable; 

Rent...$1,076 

Outside purchases. 8,624 9,700 

$76,409 


All merchandise is charged to the branch at retail, this being 25 per cent 
above cost; also outside purchases by branch are immediately entered at 
retail, and the 25 per cent markup is credited to income account. All 
outside purchases are covered by a home office check promptly after the 
first of each month. The branch remits monthly to the home office at 
the close of each month, retaining only sufficient funds for immediate 
expenses. 

Your examination discloses that purchases from outside sources were 
correct as reported but that all remittances by the home office have not 
been applied in payment of such purchases, there being unpaid items at 
December 31, 1945, aggregating $14,612. You have verified all postings 
and deposits from the cash receipts record and have similarly accounted 
for all items shown in the record of cash disbursements, resulting in cash 
on hand and on deposit at December 31, 1945, in the amount of $16,817. 

A list of collectible accounts on December 31, 1945 (after excluding bad 
debts of $1,587 which you have verified) totaled |28,724. Salaries and 
wages accrued and paid during the year amounted to $26,888. Monthly 
rental of the store represented 5 per cent of recorded net sales, payable 
within 10 days after close of each month. Total payments to lessor 
during the calendar year amounted to $10,654. Merchandise inventory 
at December 31, 1945, taken under your supervision and valued at retail 
was $18,735. A 5 per cent loss has resulted from returns and allowances 
on merchandise sold. No equipment purchases have been made except 
from the home office, and depreciation is shown only on home office 
recorda- 

Problem 136 

(American Institute of Accountants, May, 1939) 

From the following trial balance of the Household Furnishing Corpora¬ 
tion and accompanying data, prepare the balance-sheet of December 31, 
1937, and the profit-and-loss account for the year ended on that date: 
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Trial Balance (Per Books) 
December 31, 1937 



Dr. 

Cr. 

Cash 

$ 83,000 00 


Instalment accounts receivable 

1,078,000 00 


Sundry advances 

Reserve for bad debts—January 1, 1937 

7,000 00 

S 27,000 00 

Reserve for collection expenses—January 1, 1937 
Merchandise inventory—December 31, 1937 

100,000 00 

14,000 00 

Furniture and fixtures 

15,000 00 


Delivery equipment 

Reserve for depreciation—December 31, 1937 

12,000 00 

0,300.00 

Improvements to leaseholds 

Reserve for amortization—December 31, 1937 

8,000 00 

3,100.00 

Prepaid expenses 

Accounts payable 

4,900 00 

92,400 00 

Reserve for contingencies 


75,000 00 

Capital stock—8,000 shares of Iff 100 each 


800,000 00 

Earned surplus 


358,318 75 

S al es—inst aim en t 


1,008,750 00 

Sales—cash 

Cost of sales—instalmEuit 

567,500 25 

50,250 00 

Cost of sales—cash 

37,602 50 


Selling and general expenses 

367,450 00 


Dividends paid 

100,000 00 



«2 501 118 75 ■|;2,50J ,118 75 


The corporation sells household goods on the instalment plan Pay¬ 
ments are deferred over periods ranging from 12 to 18 months. No 
carrying charges are made, the selling price being the full amount payable 
by the customer. 

The entire profit is taken up as income of the year in which the sales 
are made, and federal income taxes are provided on that basis. They are 
paid, however, on the instalment basis (sec note 2), and the unpaid bal¬ 
ance, representing taxes on the unrealized profit in the instalment 
accounts receivable, is carried as a reserve for contingencies. 

At the end of each year the instalment accounts are evaluated so that 
the reserve for doubtful accounts may be adjusted to correspond with 
this appraisal. The reserve for collection expenses must at that time be 
adjusted to an amount that equals 1}^ per cent of the instalment accounts 
receivable after deducting the reserve for doubtful debts. 

Upon examination of the books the following additional information 
has become available; 

Instalment accounts receivable amounting to J18,500 are considered 
worthless and should be written off. The management further estimates 
that a reserve of 528,500 will be adequate to provide for additional losses 
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on account of doubtful customers^ balances. The auditor, however, 
believes that this reserve may not be adequate, but he cannot induce the 
management to provide more. 

It was also found that the reserve for collection expenses at the begin¬ 
ning of the year had not been correctly computed. 

During the year $5,100 had been written off for losses on repossessed 
goods, as follows: 


On sales in 1934 

. $3,500 

“ 1035 

1,500 

“ “ “ 1036 

800 

1937 

600 

$6,400 

Value of repossessed goods 

1,300 

Written off, as above 

$5,100 

The $18,500 of worthless accounts represent sales made in the follow¬ 
ing years. 

1034 

$12,000 

1035 

3,000 

1036 

2,000 

1937 

1,500 

Together, as above 

$18,500 

The collections during the year applied to instalment sales as follows; 

1934 

$ 3,600 

1935 

58,000 

1036 

210,000 

1937 

820,000 

81,091,600 


The previous years’ percentages of gross profit were: 

1034 49 % 

1035 48% 

1036 46 5% 

It may be assumed that no excess-profit tax is payable. 

Notes 

(1) The normal tax computation for the year 1937 is as follows: 


On the first 

$ 2,000 

at the rate of 8% or 

$ 160 

On the next 

13,000 

“ " “ “11% 

1,430 

On the next 

. 25,000 

“ “ “ “13% 

3,250 


$40,000 


$4,840 


On income in excess of $40,000 at the rate of 15% 

(2) According to section 44 of the income-tax law: "... a person who 
regularly sells . on the instalment plan may return as income 
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therefrom in any taxable year that proportion of the instalment pay¬ 
ments actually received in that year which the gross profit realized 
or to be realized when payment is completed, bears to the total 
contract price. 

Problem 136 


(Wisconsin, November, 1942) 


From the following pre-closing trial balance and supplementary data 
prepare a working sheet to show your adjustment entries and resulting 
final trial balance 


Trial Balance 
September 30, 1042 
Aerounts 

Cash . . 

Accounts receivable—customers 
Instalment accounts receivable- 

Sold in year ended September 30, 1041 
Sold in year ended September 30, 1042 
Inventory, September, 1041 
Prepaid expenses 
Accounts payable. 

Accrued expenses 

Deferred income on instalment accounts—1041 sales 

Capital stock 

Surplus 

Sales 

Purchases 

Salaries 

Expenses 

Totals 


Debits Credits 
$ 12,000 
20,500 

5,000 

10,800 

64,300 

2,600 

$ 25,000 
10,400 
4,000 
50,000 
20,850 
210,000 

124,060 
45,000 
35,000 _ 

i320,250 i 320^5D 


The company follows the retail method for inventory purposes. From 
the following additional facts compute the inventory on this basis at 
September 30, 1942. 


Inventory at September 30, 1041—at spllini? price $108,000 

Purchases during the year at selling price 227,200 

Additional markups 2,500 

Markdowns... 5,500 


You are to assume that there has been no shrinlvage or other adjust¬ 
ment in the physical inventory that would cause it to differ from the book 
inventory at the end of the year. 

Make your computations in table form, and use the nearest 1 per cent, 
for example, use 48 per cent for 47.6 per cent. 

The company also defers the gross profit on instalment sales due to 
high collection expense but adjusts the deferred income account only at 
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the end of the year. You are to adjust the deferred income on 1941 sales 
using a gross profit margin of 40 per cent and also write off a bad debt in 
the 1941 accounts amounting to $400, showing the proper charge to bad 
debt expense. From the information presented you are also to defer the 
gross income on the unpaid 1942 instalment accounts. 

Problem 137 

(Wisconsin, November, 1945) 

The Ace Appliance Company sells electric stoves, refrigerators, and 
radios mostly on the instalment plan. 

The following is the trial balance as of December 31, 1944. 

Ace Appliance Company 
Trial balance, December 31, 1944 


Debits Credits 

Cash. $ 8,019 

Accounts rt*i‘(‘iva,bliv. 

1944. 70,000 

1943. 25,000 

1942 . 2,500 

Inventory—merchandise. 25,000 

Inventory-repossessed merediandise. 1,500 

rurniture and fixtures. 2,500 

Investments—U.S. government bonds. 10,000 

I’ll r cli as es—m er ch an dis e. 95,100 

Advertising. 1,200 

Heat and light. 700 

Rent. 2,400 

Insurance. 300 

Office supplies. . . 150 

Office salaries. 3,000 

Salesmen’s salaries. 9,000 

Cartage out. 1,800 

Collection expense. 1,200 

Telephone and telegraph. 350 

Executive salaries. 12,000 

Taxes. 1,250 

Accounts payable—trade. ^ 47,450 

Accounts payable—taxes. 69 

Sales. 145,500 

Discount on purchases. 2,000 

Interest on investments. 250 

Capital. . 50,000 

Surplus. 11,050 

Deferred profit on installment sales: 

1943 . 11,700 

1942. 4,950 

Totals. #272,969 $272,969 
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You are given the following data: 

Profits are taken up on the basis of cash collections. Each collection 
is considered partly a return of cost and partly a realization of profit. 
The proportions of profits are based on total sales of a year. 

The rate of gross profit as computed for prior years is as folloAvs: 



Rate of 

Collections made in 

Year 

gross profit, 

1944 on sales of 


per cent 

3 years 

1942 

22 

$ 20,000 

1943 

18 

40,000 

1944 

? 



The following represents property repossessed in December, 1944, but 
not yet recorded on the books: 


Year sold 

Selling price 

Collections 
in 1944 

Total 

collections 

Depreciated 
valu p 

1942 

S 500 

1 50 

$100 

» 50 

1943 

1,200 

100 

500 

600 


Inventories as at December 31, 1944, taken under your supervision 
Avere as follows; 

New ni nr ['hail disc' $lf),750 

Reposaeasod merchandise.... 650 

Depreciation on furniture and fixtures is computed at 5 per cent 
annually on the diminishing value. New furniture and fixtures were 
purchased during the year on: 

April 1 .1120 

June 30 200 

Insurance premiums were due and paid on October 1 in the amount of 
1240. The neAV policy expires in three years. 

The company paid state unemployment tax quarterly at the rate of 
2.7 per cent on defined pa 3 U'oll. Federal unemployment tax was accrued 
for the first nine months at the rate of 3 per cent on defined payroll less 
90 per cent that was paid to the state. 

Social security taxes have been collected and paid for the first nine 
months at 1 per cent of defined payroll. 
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Annual salaries were paid as follows: 

Executives Salesmen Office 

1@56,000 1@«3,600 1®$1,800 

1@ 6,000 1© 3,000 1© 1,200 

1© 2,400 

All officers and employees were on the payroll throughout 1944. 

You have V)pen called in to make an audit of the books for the year 
ended December 31, 1944. 

Required: 

1. Working papers. 

2. Journal entries showing all adjustments. 

3. Analysis of deferred profit account for each of the three years. 

4. Statement of profit and loss for the year ended December 31, 1944. 

5. Balance sheet as at December 31, 1944. 

Problem 13B 

(American Institute of Accountants, November, 1947) 

From the data below prepare: 

(a) an account sales for September, 1947, as rendered by each of the 
three consignees; 

(b) columnar work sheet showing corrections to the accounts of the 
Winston Company, as of September 30, 1947; 

(No adjustment of the provision for income taxes is required.) 

(c) an adjusted balance-sheet of the Winston Company as of Septem¬ 
ber 30, 1947; 

(d) a condensed income statement of Winston Company for the year 
ended September 30, 1947. 

The Winston (^ompany, which manufactures and sells gas burners to 
be installed in coal-burning furnaces, arranged in September, 1947, to 
sell some of its product through three dealers to whom it consigned 
burners packed with their related parts and fixtures, each such package 
being identified as a burner. 

The contract with the consignee provides that: 

(a) he shall fix the sales price for all burners to be sold in his territory, 
such price to be approved by the Winston Company; 

(b) he shall pay all expenses incident to handling, selling and collecting 
for the burners after delivery to him, except for repairs and expenses 
pertinent thereto, required because of defective production; 

(c) he shall retain as commission 25 percent of the amount for which 
he sells the burners, exclusive of installation charges; 
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(d) he shall be responsible for the proper installation of burners sold 
and may make therefor suitable charges in which the Winston 
Company shall not participate; 

(e) he shall render, within 10 days after the end of each month, an 
account sales, accompanied by a check for the amount due the 
Winston Company as the result of transactions during the month 
to which the report relates 


A condensed trial balance of the Winston Company's accounts at 
September 30, 1947, follows. 


Dr. Cr. 


Cash 

Accounts receivable 
Inventories; 

Finished burners and related parts and fixtures 
Work in process, materials and supplies 
Prepaid expenses 
Plant 

Accounts pavable 
Accrued liabilities 
Capital stock 
Earned surplus 
Sales 

Sales returns anti allowances 
Manufacturing 
Selling expense 
Administrative expuist 
Reserve for bad debts 
Reserve for depreciation 
Non-operaling in Lome 
Non-operating expense 
Provision for income taxi 


^ 58,910 
241,964 

21,200 

42,271 

3,007 

128,762 

S 31,742 
138,798 
100,000 
18,978 
643,947 

2,648 

129,384 

139,637 

89,423 

9 398 
27,632 
318 

3,607 

110,000 

$976~’^ S970,813 


All shipments charged to Arenunts Receivable were ciedited to Sales. 
Accounts leceivable included accounts with the three consignees, which, 
upon examination, revealed the following. 


Holmes Plumbing Co. 

Debits: 

9/4/47 18 burners shipped on consignment $3,600 00 

9/20/47 Transportation charges paid on two burners returned as defec¬ 
tive 22 00 

9/27/47 Cost of repairing two burners returned as defective 18 00 

$3,640 00 

Credits; 

9/30/47 Cash received for 13 burners 1,767 75 

Balance, 9/30/47 $1,872.25 
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Lundeen Heatino Equipment Co. 

Debits; 

9/6/47 6 burners shipped on consigDment . $1,200. 

9/15/47 Transportation charges on one burner returned as defective. . 28. 

,228. 

Credits: 

9/15/47 1 burner returned as defective .$200.00 

9/30/47 Cash received for 3 burners. 544.50 744.50 

Balance, 9/30/47. .. $ 483.50 


Quincy Furnace Company 

Debits: 

9/5/47 12 burners shipped on consignment. $2,400.00 

9/5/47 Freight prepaid on consigned burners. 36.00 

9/30/47 Commission on 9 burners. 450.00 

$ 2 , 886.00 

Credits: 

9/30/47 Cash rerrived ff)r 9 burners. 1,344.00 

Balance, 9/30/47. $1,542.00 


Consignees reported burners on hand at 9/30/47 as follows: 


Holm PS riumbing Co.3 

Lundeen Heating Equipment Co . . . 2 

Quincy Furnace Co.3 


Shipping records show that on September 27, 1947, the Winston Com- 
])any shipped burners, freight prepaid, to replace those returned by 
consignees, as fidlows: 


To: Holmes Plumbing Co. 2 

Lundeen Heating JOquiprnent Co. 1 


Burners on hand at the Winston Company's plant at September 30, 
1947, numbered 212 and were inventoried at manufacturing cost. Inven¬ 
tories at the beginning of the period have been closed into Manufacturing 
while those at the end of the jieriod have been closed out of Manufactur¬ 
ing. All normal adjusting entries have been made for the fiscal yeai‘ 
ended September 30, 1947. Unpaid commissions on sales were credited 
to Accrued Liabilities. 

Account sales for September, 1947, with related checks, were received 
by the Winston Company as follows: 


From: Holmes Pluiiibiiig Co. October 7, 1947 

Luiideeu Heating Equipment Co.. “ 12, 1947 

Quincy Furnace Co. .. . “ 9, 1947 


8 8i8 
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Those from Holmes Plumbing Co. and Lundeen Heating P]quipment 
Co. reflect payments of $36.00 and $18.00, respectively, for transporta¬ 
tion charges which they paid upon receiving their consignments; that 
from Quincy Furnace Company includes a charge for the cost of repairs 
to a defective burner, in the amount of $6.00. 

All entries in the Winston Company’s accounts wdth the consignees 
which are dated September 30, 1947, were based on checks received and 
data recorded in their account sales received on the dates stated alcove. 
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Problem 139 


(New York, November, 1945) 


Prepare a balance sheet and operating statement from the following 
data: 


ABC MvNutACiuRiNG Company 
Trial balaiu r, Dt i pmbtr 31, 1944 


Cash 

Accounts receivable 
Reserve for discounts 

Inventory of raw material, J iiiuarv 1, 1944 

Inventory of woik m profess Taniiir\ 1, 1944 

Inventory of finished produft, Januii> 1, 1914 

Machinery and fixtures 

Reserve for depreciation 

Prepaid expenses 

Af counts p lyable 

Capital stock 

Undnided profits 

Sales 

Discounts and allowances on sales 
Purchases—-raw material 
Labor 

Manufacturing expenseb 
DeprcLiaiion 
Selling expenses 
General expenses 
Totals 


Debits Credits 
$ 50 000 
150 000 

^ 9 000 

100 000 
9 BOO 
22 000 
60 000 

15,000 

2,000 

30,000 
200,000 
176 200 
552,000 

35 000 
194 400 
113 950 
149 900 
3 000 
48 750 
43 400 

$982 200 $982,200 


The company manufactures a specialty product fiom a variety of raw 
materials Three different kinds—A, B, and C —are pioduced, and based 
on previous experience, the cost is estimated to be 



A 

B 

C 

Average 

Material 

Labor 

Overhead 

$10 

6 

6 

$ 8 

6 

6 

S 6 

6 

6 

S 8 

6 

6 

$22 

$20 

$18 

$20 
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The company used the average cost of $20 in valuing the opening inven¬ 
tory and fixed the sales price for the year at $30 per unit. No record is 
available of the quantities put in process or produced of each product, 
but the $552,000 sales were found to be made up as follows: 

Grade A. 10,400 units 

Grade B.. . 3,900 units 

Grade C.. 4,100 units 

16,400 units at S30 = $552,000 

The opening inventory of work in process was comprised of 700 units 
(200 of A, 300 of B and 200 of C), with material cost $5,600, labor cost 
$2,100 and overhead expenses $2,100—total $9,800. 

The opening inventory of finished goods consisted of 1,100 units (300 
of A, 500 of B, and 300 of C) at the average cost of $20 each, or $22,000. 

The inventory of work in process at the end of the yesr is 1,000 units 
(600 of A, 300 of B, and 100 of C). Each is completed to the extent of 
one-half as to labor and overhead expense but contains all of the material 
cost. 

The inventory of the finished product at the end of the year is 1,700 
units (200 of A, 500 of B, and 1,000 of C). 

The inventory of raw material at the end of the year is $80,000. 

Problem 140 

(American Institute of Accountants, November, 1949) 

The P.A.R. Company, which is engaged in manufacturing a single 
product, uses a process cost system to cost its product and to determine 
inventory values. 

You are to prepare a summary of costs and production for October 
1949, and a summary schedule of inventory values by departments at 
October 31, 1949. In costing units out of each department, use the 
first-in-first-out basis. 

The production of the company is carried on in two production depart¬ 
ments identified as departments 1 and 2. However, while overhead is 
allocated to department 1 in total and is applied on a labor dollar basis 
to production of the department, the cost of direct labor is accumulated 
for each of two separate processes performed within the department, 
which processes are identified as A and B. Material is used at various 
stages of production as follows: Material L is placed in process at the 
beginning of work in department 1 (i.e.,—at the beginning of process A); 
material T is put into the process at the beginning of the second process 
(process B) in department 1; no material is added in department 2. 
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When the production of process A reaches process B, it is mixed with 
material T. 

Cost of production is on a pound basis in department 1, but on a unit 
basis in department 2. A unit has a weight of 80 pounds at the start of 
processing in department 2. There is a weight loss in department 1, all 
of which takes place in the second (B) process. There is a normal loss 
of units in department 2 due to units being found to be defective upon 
final inspection in the department. These defective units have no salvage 
value. 

The following data cover the operations for the month of October 1949; 
Department 1 



Work 

Work 

Transferred 


In Process 

In Process 

to Depart¬ 


10/1/49 

10/31/49 

ment 2 


(Pounds) 

(Pounds) 

(Pounds) 

Process A 

2,000 

3,000 

— 

Process B 

4,000 

2,000 

36,000 


During October, 25,000 pounds of material L costing 14,250 were issued 
to process A, and 12,000 pounds of material T costing $2,720 were issued 
to process B. 

Labor cost during October for process A was $13,832 and for process B 
Avas $14,878. Overhead is 100% of labor cost. Work on the inventory 
in process A as of October 1, 1949 had been 40% completed. The cost 
of material, labor and overhead had amounted to $1,284. The inventory 
in process B had been GO % completed in that process and had an accumu¬ 
lated total cost of $5,384. The inventories on October 31, 1949, were 
50% complete in both processes. 

Department 2 

In department 2 there were 250 units in process on October 1, 1949, 
which were estimated to be 50% completed. Their accumulated cost 
was $70,001.20. During the month the cost of labor was $53,5G0 and 
overhead was applied at 150% of labor cost. During October, 500 good 
units were completed, of which 400 were transferred to finished goods 
stores. There are IGO unfinished units in the department on October 31, 
1949 which are % complete as to this department. 

Problem 141 

(American Institute of Accountants, May, 1942) 

The Special Product Manufacturing Company valued its finished- 
product inventory on the basis of average yearly production cost and 
its raw-material inventory on the basis of first-in, first-out cost. Due 
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to continuous fluctuation in the market price of the basic raw material 
used, the management proposes to change its inventory valuations from 
the cost basis to the basis of lower of cost or market. 

The company inventory values at the beginning and end of 1941 were 
as follows: 



Jan. 1 

Dpp. 31 

Raw materials: 



Tons on hand 

2,000 

1 000 

Book value on first-in, first-out basis 

$53,000 

*22,500 

Market value, per ton 

$ 20 

* 30 

Finished product: 



Tons on hand 

750 

900 

Book value at average yearly post 

$38,000 

$36,000 

Market value, per ton 

$ 50 

$ 55 


Costs other than raw materials have remained constant throughout 
the year. In 1941 19,000 tons of raw materials were 1 ought at a total 
cost of $400,000. Shrinkage and waste in the manufacturing process 
amount to 25 per cent of the materials used. 

Before making a decision, the management nupiests that you first show 
the result of changing from one basis to the other. 

Prepare a comparative statement showing (a) the present and revised 
values and costs and the effect of the proposed change upon the December 
31st balance-sheet; also (b) prepare the entry that would bring the books 
into agreement with the new plan if adopted. 


Problem 142 


(New York, April, 1942) 

Submit an analysis of the dollar components, accounting in detail for 
the difference between the estimated and the actual cost of labor, during 
the month of January, 1941. 

As of January 1, 1941, the following information was secured concern¬ 
ing Department D in a certain chemical plant: 

Inventory of product completed: 


Materials: 

W eight 

Value 

Labor 

Average material co'^t 
Estimated average labor post 
No work-m-proeess inventory 


810 40 pounds 
$4,f)02 92 
I 121.56 

$ 6.05 per pound 
$ 0 12 per pound 


During January, the charges to Department D were: 

Ingredients 4,052 pounds 

Actual labor expended thereon ®50G 50 
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During January, credits for completed product moved elsewhere were: 

To Department E. 657.50 pounds 

To Department F. 492.60 pounds 

To Department G. 2,218.30 pounds 

To Department II. 1,111.80 pounds 

There was no work-in-process inventory at the end of the month. 


Problem 143 

(Ohio, October, 1945) 

The Eclipse Foundry Company, a manufacturer of meter boxes, is 
considering the adoption of the LIFO (last-in first-out) method of inven¬ 
tory valuation and has submitted to you the following information cover¬ 
ing the past three years of operation under the FIFO (first-in first-out) 
method in order that you may determine what its gross profits would 
have been if the proposed method had been in effect during that period. 


V ear 

Sales 

Gross profit 

1942 

$882,090 

$350,000 

1943 

648,180 

200,000 

1944 

950,000 

425,000 


Inventories were as follows, at the given dates: 


Item 

January 1, 1942 

January 1, 
11*43 

January 1, 
1944 

December 31, 
1944 

Pig iron. 

500 tons @$22.00 

400 tons 

600 tons 

700 tons 

Scrap. 

40 tons @ 16.00 

20 tons 

50 tons 

60 tons 

Coke. 

100 tons @ 7.00 

75 tons 

200 tons 

150 tons 

In process... 

90,000 units 

60,000 units 

100,000 units 

80,000 units 

Finished. , . . 

100,000 units @ .42 

80,000 units 

110,000 units 

90,000 units 


The 90,000 units in process at January I, 1942 were valued on the books 
at #30,150, consisting of: 


Material. . . $22,500 

Labor. 4,500 

Overhead 3,150 

Total. . 


$30,150 
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Purchases and other charges during the three-year period were recorded 
in the following amounts, in date sequence: 


Item 

1942 

1943 

1944 

Purchases; 




Pig iron. 

6,000 tons @ |23 

5,000 tons @ $25 

10,000 tons @ $24 

Pig iron. 

4,000 tons @ 24 

5,000 tons 26 

1,000 tons 22 

Serap, plus recoveries. 

80 tons 15 

100 tons @ 20 

120 tons ® 16 

Coke. 

1,500 tons @ 8 

100 tons @ 9 

1,700 tons @ 8 

Coke. 


1,500 tons ® 7 


Cupola labor. 

1 18,000 

1 16,800 

$ 20,000 

Cupola overhead. 

13,500 

13,440 

14,000 

Direct labor—work in 




process. 

111,650 

114,912 

125,000 

Overhead --work in 




process. 

66,990 

76,608 

75,000 


Scrap recoveries and units spoiled were credited at the current market 
price for scrap, in the following amounts: 


Item 

1942 

1943 


1944 

Cupola operations. 

36 tons $540 

23 tons @ $460 

50 

tons (ft) $800 

Work in process. . . 

2,000 pieces (o) 300 

1,200 pieces @ 240 

1,500 

pieces (§> 240 


Cupola operations produced and transferred to work in process 1,000,000 
rough castings in 1042, 977,000 in 1943, and 900,000 in 1944. 

For inventory purposes calculate unit values to the nearest tenth of a 
cent. In-process inventories were 50 per cent completed at the close of 
each year. The LIFO principle should be applied to current purchases, 
the most recent purchases being first used in operations. Solution may 
be in pencil. 


Problem 144 

(Wisconsin, November, 1941) 

The A Company manufactures three sizes of aluminum pans for cook¬ 
ing, designated as to size Nos. 1, 2, and 3. On April 30, the company had 
orders on its books for each size as follows: 


No. 1 
No. 2 
No. 3 


10,000 

25,000 

50,000 
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The aluminum used in manufacture was purchased in ingots at J240 
per ton. Sheet steel used in the manufacture of handles cost $48 per ton. 
The aluminum was rolled into sheets of the required thickness in the 
company’s own mill. The specifications showed that the weight of the 
different sizes of pans was distributed as follows; 



Weight of 

Weight of 

Size No. 

pan, 

handle. 


ounces 

ounces 

1 

8 

2 

2 

12 

4 

3 

10 

8 


Production orders were issued as follows: 


Order No. 101. 40 tons of aluminum sheets 

Order No. 102. 10,000 No. 1 pan only 

Order No. 103. 25,000 No. 2 pan only 

Order No. 104. 50,000 No. 3 pan only 

Order No. 105. 10,000 small handles 

Order No. 106. 25,000 medium handles 

Order No. 107. 50,000 large handles 

Order No. 108. Assembling of material manufactured on Production 

Orders No. 102 to No. 107, inclusive. 


The operations are most automatic. Aluminum sheets are fed to large 
machines that stamp out the pans and roll the edges. The handles are 
made in a similar way. 

On May 1, production was started, but on May 15, the government 
issued orders that all nondefense production of aluminum goods cease. 
The order permitted the sale of all finished material. All unfinished and 
raw aluminum would have to be inventoried and held subject to future 
orders. Unassembled pans and handles were considered unfinished. 

A summary of the factory payroll as of the close of business on May 15 
consisted of direct labor of $7,460 and indirect labor of $2,500 distributed 


as follows: 

Direct labor: 

Order No. 101. 351,650 

Order No. 102. 875 

Order No. 103. . 1,060 

Order No. 104. 1,275 

Order No. 105. 351 

Order No. 106 456 

Order No. 107. 543 
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Order No. 108. $1,250 

Indirect labor. 1 340 

Superintendent and foremen. 800 

Shop office force. 300 

The report for stores issued, less stores returned, showed: 

Production order No. 101.$3,780 aluminum 

Production order No. 105.. .. 24 steel 

Production order No. 100. 90 steel 

Production order No. 107. 192 steel 

Production order No. 108.. . ... 48 rivets 

Other charges: 

Factory supplies. . 272 

Fuel. 290 

Light and power. ... 548 

Depreciation for the period. 420 

Insurance for the period... . 190 

Taxes for the period. 256 


Production orders were charged only with material used. All scrap 
material was returned and charged to stores. 

All the manufacturing expense was distributed to production orders 
on the basis of direct labor cost. 

Production for the period from May 1 to May 15 was as follows: 

Order No. 102. 10,000 pieces 

Order No. 103. 14,000 pieces 

Order No. 104. 16,000 pieces 

Order No. 105. 8,000 pieces 

Order No. 106. 11,000 pieces 

Order No. 107. 16,000 pieces 

Order No. 108. 32,000 pieces 

An analysis of pia)duction tuder No. 108 showed assembly of the 
following: 

Size No. 1 . 8,000 pieces 

Size No. 2. 10,000 pieces 

Size No. 3. 14,000 pieces 

You are asked to prepare the following: 

1. Statement of manufacturing expense for the period. 

2. Distribution of manufacturing expense to each production order. 

3. Statement of cost of goods sold. 

4. Summary showing inventory of work in process and amount of 
aluminum on hand in partly finished material. 

It is suggested that the distribution of direct labor and manufacturing 
expenses on production orders Nos. 102, 103, and 104 be on the basis of 
actual units produced, even if not assembled. 
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Problem 146 

(American Institute of Accountants, November, 1942) 

The Lasko Mining Company is engaged solely in processing all the ore 
taken from its own mine into a concentrate called ^'Oxylite” and selling 
it to refineries. 

The books show the following inventories on hand at the beginning and 
end of the year: 

January 1 DerembBr 31 
Raw ore 50,000 tons 20,000 tons 

Partly proressed ore 5,000 " 15,000 “ 

OxyhtD 25,000 “ 5,000 “ 

Raw ore was carried at $4 and $4,345 per ton at the beginning and end 
of the year, respectively, which values were described as “annual average 
market prices.“ Ore produced at the mine—200,000 tons—had likewise 
been charged to mining costs throughout the year at $4,345 per ton and 
corresponding credits aggregating $869,000 had been made to a separate 
“ earnings “ account. 

Partly processed ore was inventoried respectively at $4.40 and $4.7795 
per ton, being 10 per cent above the ore values. During the year 20,000 
tons of ore were lost in the final stages of the reducing processes. 

Costs per ton of materials in the opening inventories were found to ho 
as follows: 

Raw ore $1 0428 

Partly processed ore 1 27 

Oxyhte 4 328 

It was agreed that partly processed ore in both opening and closing 
inventories had passed through about one tenth of the reduction processes 
and should therefore be carried at a cost per ton equalling the cost of raw 
ore plus one tenth of the cost per ton of processing. 

Oxylite was carried at $8.39 per ton, a value that was derived from a 
formula established many years ago and used ever since in pricing the 
stock on hand. 

Mining expenses, including depletion, were $198,900 and the expenses 
of the reducing plant $629,850, including depreciation. Both amounts 
had been charged to reducing-plant expenses. 

Because of the foregoing arbitrary methods the books did not show 
acceptable costs and values. It was accordingly decided to restate the 
current yearns accounts and show proper costs and inventory values, all 
on the first-in, first-out plan. 
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The sales of oxylite aggregated Jl, 168,200. 

From the foregoing data prepare a comparative statement of mining 
and reducing costs, cost of sales and gross profit, following (a) the com¬ 
pany’s and (b) the revised method; each method showing computations 
of aggregates and unit costs Also comment upon the company’s inven¬ 
tory valuation methods. 

Problem 146 

(American Institute of Accountants, November, 1948) 

The Waverly Manufacturing Company has decided to change it', 
method of distributing factory burden to its products, all of which are 
manufactured on special order. You are asked (a) to develop appropriate 
departmental rates, based on the company’s operations fcir the first half 
of 1948, and (b) to illustrate their use by determining the cost of Job 
Order No. 987 by applying the rates you develop. 

The trial balance of the company’s factory ledger (cents omitted), for 
the six months ended June 30, 1948, is as follows. 


Debit Credit 


Materials and manufacturing supplies 

$ 85,321 

W ork-in-pr d c cas—m at en al 

86,105 

Wor k-in -pr 0 c ess—1 ab o r 

82,872 

WDrk-in-pr□ cess—m anufactunn g expens cs 

101,480 

Indirect labor 

41,740 

Factory rent 

2,400 

Insurance—machinery and equipment 

4,216 

Compensation insurance 

2,486 

Superintendence 

6,000 

Factory clerical salaries 

4,950 

Machinery maintenance and repairs 

31,010 

Depreciation of machinery and equipment 

42,800 

Fuel 

3,172 

Electricity 

2,178 

Manufacturing supplies used 

3,617 

Social security taxes 

9,210 

Factory office supplies 

879 

Miscellaneous factory expense 

1,212 

Manufacturing expense applied 

$158,200 

General ledger control 

413,448 


$571,648 $571,648 


Additional data: 

The manufacturing operations are carried on in three production 
departments, A, B, and C, with the aid of two service departments, 
numbered 1 and 2, respectively. Other data are as follows: 
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Departments 

Total A B C 1 2 

Plant floor space. 30,000 10,000 5,000 2,000 7,500 5,500 

sq. ft. sq. ft. sq. ft. sq. ft. sq. ft. sq. ft. 

Number of employees. 109 50 20 4 25 10 

Number of labor hours. 113,360 52,000 20,800 4,160 26,000 10,400 

Number of machine 

hours. 47,952 31,912 9,640 560 5,840 — 

Salaries and wages. . . . $ 161,317 $ 76,180 $ 28,472 $ 9,975 $ 37,230 $ 9,460 

Cost of machinery and 

equipment.. . . . $1,019,047 $623,225 $250,960 $20,210 $112,862 $11,790 

Annual depreciation 

rates. 8% 8% 10% 10% 20% 


In developing burden rates, expenses not distributed in the above table 
shall be distributed to departments as follows: 

On the basis of floor space; 

Factory rent; fuel; of electricity 

On the basis of salaries and wages; 

(Compensation insurance 
Superintendence 
Manufacturing supplies used 
Social security taxes 
Factory office supplies 
Miscellaneous factory expense 

On the basis of investment in machinery and equipment: 

Insurance, machinery and equipment 
Machinery maintenance and repairs 
of electricity 

Factory clerical salaries and $4,500 of indirect labor are charged to 
Department No. 2. The balance of indirect labor is charged to Depart¬ 
ment No. 1. 

Expenses of Department No. I are to be distributed, }/{^ to Depart¬ 
ment No. 2, the balance to all other departments on the basis of machine 
hours. 

Expenses of Department No. 2 are to be distributed to Departments 
A, B, and C, on the basis of labor hours. 

The departmental burden rates are to be based on machine hours for 
Departments A and B, and on labor hours for Department C. 

Data applicable to Job Order No. 987 arc as follows; 

Material, $487.92; direct labor, $465.00. 

Machine hours: Department A, 50 hours. 

Department B, 12 hours. 

Labor hours; Department C, 20 hours. 
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Problem 147 

(New York, April, 1942) 

Prepare a statement of costs and inventory values for the XYZ 
Company. 

The company operates an assembly department and two departments 
which produce parts, some of which are sold to outsiders. The company 
also purchases other parts from outsiders, which are used in the assembly 
department that produces the finished product. 

No inventories were on hand at the beginning of the year. 

Ninety thousand sets of parts were purchased at $5.50 a set, one set 
being used in each unit of product. 

The assembly room completed the assembly of 60,000 units at an 
average assembly labor cost of $1.60 each and spent an average of 70 
cents labor each on 20,000 partially finished units. Fift^ thousand units 
were delivered to customers. It is assumetl that no loss was incurred 
from the spoilage or loss of parts and that within each department over¬ 
head may best be prorated on the basis of direct labor cost. 

Departmental overhead: 

Departmrnt A lilt,400 

Department B 183,600 

Assembly department 110,000 

1108,000 


Parts Production and Cost Data. 


Part No. 


Protlured 


Sold 


To 

assembly 


Dndiiig 

inventory 


No. used in 
eai'h unit 
of pioduet 


Department A 


1 

160,000 

20,000 

80,000 

60,000 

1 

2 

140,000 

40,000 

80,000 

20,000 

1 

3 

120,000 

30,000 

80,000 

10,000 

1 

4 

150,000 

30,000 

80,000 

40,000 

1 

5 

190,000 

30,000 

80,000 

80,000 

1 

Department B 

6 

300,000 


240,000 

60,000 

3 

7 

520,000 

200,000 

240,000 

80,000 

3 

8 

300,000 


240,000 

60,000 

3 

9 

600,000 

100,000 

480,000 

20,000 

6 

10 

520,000 

200,000 

240,000 

80,000 

3 
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Part No. 

Labor cost 
each 

Material cost 
each 

1 

50.05 

$0.10 

2 

0.04 

0.10 

3 

0.04 

0.08 

4 

0.03 

0.05 

5 

0.03 

0.03 

6 

0.05 

0.05 

7 

0.06 

0.05 

8 

0.04 

0.04 

9 

0.03 

0.03 

10 

0.03 

1 

0.03 


Problem 14B 

(American Institute of Accountants, November, 1945) 

From the information following, prepare a statement of cost of goods 
sold. For purposes of this statement, inventories are to be stated at cost 
as follows: materials, according to the first-in, first-out method of account¬ 
ing; direct labor, at an average rate determined by correlating total 
direct labor cost with effective production during the period; and manu¬ 
facturing overhead, at an applied rate of 120% of the direct labor rate. 

The records of Rowe Corporation for the six months ended June 30, 
1944, show the following facts: raw materials inventory, January 1, 1944, 
$3,600; purchases, $26,615; direct labor, $30,000; manufacturing over¬ 
head applied (120% of direct labor), $36,000; under-applied manufactur¬ 
ing overhead $300; finished goods inventory, January 1, 1944, $6,200; 
selling expense, $30,300; administrative and general expenses, $43,200. 

A review of the records discloses the following additional information 
bearing on the above facts: 

1. Purchases consist of the following: 


Units Unit Price Amount 

January. 1,100 »4 85 $ 5,335 

February. 900 5.00 4,500 

March. 500 4.90 2,450 

April. 700 5.00 3,500 

May. 900 5.10 4,590 

June. 1,200 5.20 6,240 

526, eTs 


2. Purchases during January, as above, do not reflect a supplier’s reduc¬ 
tion memo in the amount of $450. 
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3 Data with respect to quantities are submitted as follows: 

Units 

1/1/44 6/30/44 

Raw materials 700 * 

Work in process (80 % complete) None 500 

Fimshed goods 300 800 

Sales, 4,100 units 

* Raw matenals are isBued at outaet of the manufacturing proccas and during the am month period 
it may be aaaumed that no returua apoilago or waate occurred Each unit of finiahed gooda containa 
one unit of raw material. 

4. A 5% increase in all direct labor payrolls, retroactive to January 1, 
1944, was approved by the Wage Stabilization Board on July 15, 1944. 
Pending such approval, the 5% wage increase had not been acciued in 
the books although an equivalent amount ol cash had been set aside in 
escrow for the employees by the company 

Problem 149 

(American Institute of Accountants, November, 1940) 

The Metal Products Company operates a plant at which is produced a 
standardized line of small metal articles that do not differ very much m 
type, cost, or sales value 

It has been decided to include burden in the production cost at depart¬ 
mental noimal rates, and you are called m to calculate these rates from 
the following normal annual operating data prepared by the company 


Produciive Capacity of Manui acturing Departmints 




Direct labor 





Machine * 

--... 





hours Hours Dollars 



Machining A 


50 000 100; 

,000 80,000 



Machining B 


40 000 40; 

,000 30,000 



Bench Assembh 


60 

000 27 000 



Packing 


50,000 25 000 



Misi ELLANEOnS 

Operating Data 







Horse 

power 


Occupied 

Book value 

Number 

^ 

--- 


area 

machinery and 

of 

In- 

Usage 


square feet equipment 

employers stalled factor 

Machining A 

18,000 

$ 75,000 

60 

125 

80 

Machmmg B 

15,000 

60 000 

24 

80 

80 

Bench asaembly 

20,000 

12,000 

36 



Packmg 

10,000 

18,000 

30 

10 

50 

Maintenance 

4,000 

9,000 


5 

40 

Receiving and stores 

13,000 

8 000 


5 

60 

General plant 

2,000 

4,000 




Warehousing and shipping 

18,000 

14,000 


15 

60 


100,000 

(200,000 

150 

240 
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Indirect Labor, Materials, Supplies and Expenses 


Supervision Supplies Maintenance 

and indirect and sundry 



labor 

expenses 

Materials 

Labor* 

Machining A. 

. $15,000 

$18,000 

$ 8,000 

$ 9,000 

Machining B.. . 

8,000 

12,000 

5,000 

4,000 

Bench assembly. 

7,200 

2,000 

500 

1,000 

Packing. 

6,000 

3,000 

800 

600 

Maintenance. 

8,000 

5,000 

1,000 

500 

Receiving and stores. 

4,000 

1,800 

300 

200 

General plant. 

. 16,000 

8,000 

500 

300 

Warehouse and shipping.. . . 

. 10,000 

8,500 

1,500 

1,000 


$74,200 

$58,300 

$17,600 

$16,600 

* MsiintenancD lalijiir chargi^d 

directly to tho various 

departments fr 

□ in mainteiianr 

JB deiiartment 


time ticksts. 


Other Expenditures and Charges 
Unemployment tax at the rate of 3 % 

Old age benefit tax at the rate of 1 % 
Workmen’s compensation—per SlOO payroll 


Machining departments. $ 2.50 

General plant departmeni. .. .75 

Other departments. 1.50 

Purchased power. 18,000.00 

Rent, light and heat. 30,000.00 

Insurance and sundry taxes. 2,400.00 

Depreciation at 10 % per annum. 20,000.00 


The receiving and stores department receives and stores the sheet 
metals, all of which enter into the manufacturing processes through 
machining department A. There is not much difference in the costs of 
the several kinds of metal used, and in the time to machine them, for the 
various products do not vary greatly. 

The general plant department consists of the superintendent's and the 
paymaster’s offices. 

The warehousing or shipping department stores and ships the manu¬ 
factured product only. 

All direct labor is paid at hourly rates. All employees work about the 
same number of hours per annum. They earn less than $3,000 per 
annum, except the superintendent and the foreman of machinery depart¬ 
ment A who receive $8,000 and $5,000 per annum, respectively. 

From the foregoing information prepare a comprehensive summary of 
the normal annual burden, leading to and showing the departmental bur¬ 
den rates. State the basis or bases on which the burden should be applied 
to the direct manufacturing costs. 
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Problem 150 

(Wisconsin, November, 1943) 

The Miller Company manufactures a machine consisting of stamped 
metal parts, parts finished on automatic machines, and parts purchased 
from outside vendors. The three classes of parts are built into a com¬ 
plete machine in the assembly department. Data on the production of 
these parts and the costs applicable thereto are presented in the accom¬ 
panying schedules. 

The company sold and delivered quantities of parts of its own manu¬ 
facture, as shown on the accompanying schedules, to a noncompeting 
company at a flat price of $60,000. The management informs you that 
they were also offered $115,000 by this company for double the quantity 
of each of the parts, but this order was declined in favor of the smaller 
one. The Miller Company could have easily made the larger quantity 
with existing facilities, for example, 180,000 of Part 1, 240,000 of Part 2, 
etc. You are to assume in your solution that the labor and material 
costs per part and the total amount of fixed manufacturing expenses 
would have remained constant but the variable expenses applicable to the 
punch press and automatic departments would have increased 10 per cent 
if the larger order was accepted. You are required to submit the f ollowing: 

1. A statement of the inventory at the end of the year valued at cost. 
(There was no inventory at the beginning of the period.) 

2. A statement showing the amount the company would have profited 
or lost by accepting the larger order. 


Miller Company 
Production data 


Part No. 

No. of 
pieces used 
in each 
machine 

Quantities 

Produced 

Sold 

To 

assembly 

Inventory 

Punch press department 

1 

1 

150,000 

30,000 

f)0,000 

30,000 

2 

1 

200,000 

40,000 

90,000 

70,000 

3 

1 

150,000 

30,000 

90,000 

30,000 

Automatic department 

4 

3 

400,000 

80,000 

270,000 

50,000 

5 

6 

700,000 

140,000 

540,000 

20,000 

6 

2 

250,000 

50,000 

180,000 

20,000 
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Miller Company.— {Continued) 
Assembly department 


Quantity of machines assembled complete. . 70,000 

Labor cost per machine. 11.60 

Quantity of machines partially assembled . 20,000 

Labor cost per machine 10.80 

Machines sold. . . 60,000 


Direct cost per part 


Part Ni). 

Material 

Labor 

1 

lOi* 

05)! 

2 

08 

04 

3 

05 

03 

4 

05 

05 

5 

04 

06 

G 

03 

04 


Manufacturing expense 



Punih 

presh 

Automatic 

department 

Assembly 

department 

Fixed 

I'ariiible 

Total 

$40,000 

40,000 

S 72,000 
72,000 

S 46,000 
§2,000 

$80,000 

$144,000 

$128,000 





Purchased parts 

100,000 sets purchased at a cost of $3 per set. One set is used in each maclune 

You find that the foregoing data are the only dependable data available 
for your use and that within each department overhead may best be 
prorated on the basis of direct labor costs. 

Problem 151 

(American Institute of Accountants, May, 1040) 

The Rhcta Rose Manufacturing Company produces an item which it 
sells direct to consumers under its own brand. The item sells at $12.50 
per unit, which is a long-established price. Due to a general decline in 
business activity, sales are currently being made at the rate of 5,000 units 
per month which is only 40% of the normal productive capacity of the 
plant of the company. 

An analysis of the costs of the company for a recent month, during 
which only 4,000 units were produced and 5,000 units sold, shows the 
following: 
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Manufacturing Costs 


Direct labor 

$ 9,900 

00 

Superintendent’a salary 

1,000 

00 

Assistant superintendent’s salary 

750 

00 

Power purchased 

560 

00 

Direct materials 

4,000 

00 

Purchased parts 

2,400 

00 

Depreciation of Vmildmg 

1,420 

00 

Maintenance of building 

206 

00 

Heat and light 

348 

00 

Indirect labor 

2,240 

00 

Miscellaneous supplies 

800 

00 

Depreciation of inaehinerA 

3,640 

00 

Repairs to machinery 

480 

00 

Propel ty taxes 

600 

00 

Insurance (fire) 

80 

00 

Social security taxes 

456 

00 

Miscellaneous 

1,120 

130 

00 

00 

KiDTiNn Costs 

Manager’s salary 

S 833 

33 

Salesmen’s cuinmissions 

18,750 

00 

Travel 

247 

05 

Adveitising 

500 

00 

Clerical salaries 

300 

00 

Packing and shipping 

2,108 

43 

Aliscellanpnus 

1,203 

79 


$23, 6 0 

Administrative and (Ieneral Costs 


Officer’s salaries $ 1,525 00 

Offict* salaries 975 50 

Telephone and telegraph 217 73 

Supplies 486 21 

Bad debts 625 00 

Miscellaneous 392 86 


I 4,222 30 


An olTc'r has been leeeivcd from a chain store b> the treasurer of the 
company to purcha&c 5,000 units a month of the products with only 
immaterial modifications, to be shipped and billed to the individual 
stores. The items would be sold under the store’s label and would be 
packed and shipped as directed by the chain at their expense. They 
offer J7 per unit unpacked on the basis of a one-year contract. The 
management of the Rheta Rose Company does not expect that there will 
be an improvement in the business within the next year, and there is no 
fear that the sale of the items to the chain would reduce the present 
volume of sales to consumers. The company does not believe it can 
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afford to accept the offer as it is losing on its present price of S12.50; 
therefore, it appears that losses would be substantially increased by 
entering into the sales contract with the chain. 

The treasurer calls you in to prepare an analysis which will show the 
result of accepting the order in comparison with the result if the order is 
not accepted. In preparing your analysis you are to assume that all 
items of cost are either completely fixed or completely variable, depending 
upon the usual dominant characteristic of each item and the data given 
herein. 


Problem 1B2 

(American Institute of Accountants, May, 1940) 

The National Fiber Corporation's operations consist of mining and 
selling a fibrous mineral. At December 31, 1939, the inventory amounted 
to 25,000 tons of fiber, all produced in 1939. This inventory was valued 
by the corporation at S19 88 per ton, the average cost per ton produced 
in 1939. 

The following information was procured from the company’s accounts 
and records; 

Tons Produced and Averaoe Costs 


Year 

Tons produced Cost per t 

1936 

170,000 

»14 65 

1937 

180,000 

14 85 

1938 

175,000 

15 06 

1939 

110,000 

19 88 


Production Costs 

Amounts Per ton 



1938 

1939 

1938 

1939 

Tons produced 

175,000 

110,000 



Direct labor 

$ 472,500 S 

loi , 500 

5 2 70 

$ 3 65 

Indirect labor 

346,500 

286,000 

1 98 

2 60 

Supplies and other production expenses 

708,750 

479,600 

4 05 

4 36 

Depletion 

Salaries (superintendents, plant clerks, 

262,500 

165,000 

1 50 

1 50 

watchmen, etc.) 

217,000 

233,200 

1 24 

2 12 

Depreciation 

227,500 

247,500 

1 30 

2 25 

Other fixed expenses 

400,750 

374,000 

2 29 

3 40 


3^2,635,500 $2 

,186,800 |15 06 

Sr9”~88 


For the purposes of this problem, indirect labor and supplies and other 
production expenses are considered as variable costs and there are no 
semivariable costs. Depletion is provided at S1.50 per ton mined, and 
depreciation on machinery and equipment is computed at the usual rates 
by the straight-line method. Due to an extended slow-down strike in 
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1939 much less coal was mined in that year than during the three preceding 
years in which production was considered normal. The rise in the 1939 
unit labor costs was explained as the effect of general increases in the 
hourly wage rates, ranging from 33 to 40 per cent. The increase in the 
unit cost of supplies and other production expenses is accounted for by 
an increase in the prices of about 10 per cent. All of these advances 
date from the beginning of the year. 

(a) Is the pricing of the closing inventory at December 31, 1939, at 
$19.88 per ton acceptable for financial-statement purposes? Dis¬ 
cuss fully. 

(b) Assuming that the closing inventory at $19.88 per ton is not 
acceptable for financial-statement purposes, how should it be 
adjusted? Present calculations in full and state how the adjust¬ 
ment should be dealt with in the statements. 

(c) Discuss briefly the classifying of costs into fixed and variable 
divisions. 

Problem 153 

(American Institute of Accountants, November, 1939) 

The HKH Oxygen Company operates two producing units—an electro¬ 
lytic unit and a liquefaction unit, each of which, when operating, produces 
at capacity. 

1. Electrolytic unit 

The electrolytic unit produces one volume of oxygen and two volumes 
of hydrogen simultaneously and this production ratio is maintained 
throughout, whenever the unit operates. The unit consists of a number 
of metal tanks, or cells,” containing electrodes carrying low-voltage, 
high-amperage electrical current. 

Water is a compound of oxygen and hydrogen. The positive electrical 
terminal in each cell attracts oxygen, the negative terminal attracts 
hydrogen. They bubble off as gases and are collected commercially pure 
at the rate of 800 cubic feet of oxygen and IGOO cubic feet of hydrogen 
per hour. Distilled water is continuously added to the cells. 

The operating record of the unit for the year was: 

7,100 hours producing both gases 

500 hours producing hydrogen only, all oxygen escaping because 
empty cylinders were not available 

400 hours producing oxygen only, all hydrogen escaping for the same 
reason 

760 hours idle, repair, etc. 

8,760 hours, being 365 days of 24 hours 
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The entire cost of operating the electrolytic unit during the year was 
3^48,000 which includes depreciation. Since the above production ratio 
of 1 to 2 is constant, this cost is to be apportioned between the two gases 
on the bases of volume actually produced by the unit. The production 
cost value of the gases lost is to be treated as a deduction from the gross 
profit on sales. 

2. Liquefaction unit 

The liquefaction unit separates atmospheric air (containing 20% 
oxygen and 80% nitrogen) by mechanical means. Air is compressed and 
expanded and the temperature lowered to about 300° Fahrenheit below 
zero, which liquefies the air. The unit produces liquid air at a uniform 
rate. 

Oxygen and nitrogen boil (leave the liquid air as gases) at different 
temperatures, and one or the other (but not both together) is collected 
commercially pure. The operating record of the unit during the year 
was: 

Oxygen—7,200 hours at the rate of 1,000 cubic feet per hour 

Nitrogen—1,200 hours at the rate of 1,333K cubic feet per hour 
The operating cost of the liquefaction unit, including depreciation, aggre¬ 
gated $30,240 for the year. Because of the uniform rate of production 
this cost is to be apportioned between the two gases on the basis of the 
number of hours operating. 

3. Compressing and filling 

The gases arc filled into steel cylinders, each of which is always used 
for the same gas. They are all of the same capacity (except the oxygen 
llO’s) and they are filled at a uniform pressure by three very similar 
compressors, each compressing only one gas. However, the gases differ 
in compressibility and the cylinder contents are shown below. 

The cost of compression was $13,480.00 for the year including deprecia¬ 
tion of the compressors and the cost is to be allocated to the gases pro¬ 
duced on the basis of cubic feet compressed. 

The cost of filling, that is, connecting and disconnecting cylinders at 
the charging line, amounted to $5,643 and is the same for each cylinder, 
large or small. During the year 6,000 small oxygen cylinders were filled. 

4. Cylm tiers 

Each cylinder is always refilled with the same gas. They are always 
returned when empty and no charge is made for their use. The follow¬ 
ing data are given concerning the number of cylinders owned (all in 
service) and their depreciation: 
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Depreciation 



Contents 

Number 




Cu. ft. 

owned 

Rate 

Amount 

Hydrogen. . . 

190 

5,120 

$2.09 $10,700.80 

Oxygen 

220 

10,260 

2.09 

21,443.40 

Oxygen 

no 

1,508 

1.32 

1,990.56 

Nitrogen 

200 

1,662 

2.09 

3,473.58 


5. Other data 

At the beginning of the year there were on hand 310 full nitrogen 
cylinders of which the contents of 62,000 cubic feet were carried forward 
at the previous year’s cost of $.424 per 100 cubic feet or $262.88. All 
other cylinders were on hand empty. 

At the end of the year 200 full small oxygen cylinders were on hand; 
their contents, 22,000 cubic feet, are carried forward at the average year’s 
cost. All other cylinders were on hand empty. 

All gases are valued for inventory purposes at average cost before 
charging depreciation of cylinders. 

The average sales prices of the gases were as follows: 

Hydrogen (in large cylinders) $.80 per 100 cubic feet. 

Oxygen (in large cylinders) $1.00 per 100 cubic feet. 

Oxygen (in small cylinders) $1.20 per 100 cubic feet. 

Nitrogen (in large cylinders) $1.20 per 100 cubic feet. 

The total of all selling, general and executive expenses, interest and 
taxes was $70,375. 

6. Required 

From the foregoing information prepare the following statements: 

(a) Cost of production and sales 

(b) Profit and loss 

Also show the calculations of operating data and the apportionment 
of costs. 

Problem 164 

(Wisconsin, November, 1941) 

Appended hereto are analyses of pertinent general ledger accounts as 
prepared from the books of a manufacturing company for the year ended 
December 31, 1940. From these analyses and from the explanations and 
additional information given below, prepare the following; 

1. Journal entry or entries, with brief explanations, required to adjust 
the closing inventory if necessary. 

2. A statement which, after giving effect to these adjustments, sets 
forth clearly the various elements entering into the cost of goods 
sold. 
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The company first computes estimated raw materials used at estimated 
costs, and this amount is transferred to inventory account—finished goods 
and goods in process. Then the actual material used is priced at cost to 
determine the total actual cost, and raw material inventory account is 
adjusted for the difference between estimated and actual cost. The dif¬ 
ference is charged or credited to cost of sales account. 

Actual direct labor is charged to inventory account—finished goods 
and goods in process. Then the labor is computed at estimated cost on 
actual production, and the inventory account is adjusted for the differ¬ 
ence between actual and estimated cost by a charge or credit to cost of 
sales account. 

Indirect labor and factory expenses are charged to manufacturing 
expense control account from payrolls, suppliers’ invoices, etc. This 
account is credited with burden absorbed at 75 per cent of the estimated 
direct labor used in production, which amount is charged to inventory 
account—finished goods and goods in process. At the end of the year, 
the unabsnrbed burden was charged to cost of sales account. 

Charges to cost of sales account representing goods sold are credited 
to inventory account—finished goods and goods in process at the same 
estimated costs used in charging production to this inventory account. 
These estimates are based on the actual cost of the preceding year and 
were used in pricing the opening inventory. There were no finished 
goods purchased for resale in the opening inventories. During the year 
the company purchased the stock of a bankrupt jobber. 

The company follows the practice of completing all production prior 
to inventory taking. The bases to be used in valuing inventories are as 
follows; Raw material—lower of cost or market values; finished goods— 
actual cost. 

The opening and closing inventories of raw materials as shown in the 
appended analyses of general ledger accounts are stated at the lower of 
cost or market values. The opening inventory of finished goods is 
valued at actual cost, while the closing inventory of goods produced is 
stated at the estimated costs used during the year in costing production, 
and the closing inventory of purchased goods is stated at actual cost. 

All items in opening inventory were sold during the year, and the closing 
inventory is fairly representative of production during the year. 

Since volume of production during the year was below normal, a burden 
rate of 75 per cent of actual direct labor should be used in pricing the 
inventory of finished shoes. This rate represents the average of several 
years’ experience. If necessary, other elements of the value in the 
finished-goods inventory should be adjusted to conform to the company’s 
actual cost experience during the year. 

If you use percentages in arriving at your solution, make computations 
to the nearest 1 per cent, for example, use 51 per cent for 50.5 per cent. 
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Then, in applying the percentages to dollar values, compute to the nearest 
ten dollars, for example, use #25,380 for #25,375.23. 


Analyses of Pertinent General Ledger Accounts 
Finished and in-process inventory 
Inventory, December 31, 1930: 

Material. J 503,030 

Labor. 154,880 

Burden. 116,160 $ 771,079 

Debits 

Raw materials used based on estimated costs. . . 52,817,760 

Direct labor used in production at actual costs. 932,920 

Adjustment of direct labor used at actual costs to direct labor 

based on estimated costs. 65,440 

Burden based on 75 % of estimatiMi direct labor used in 

production. ... . 748,770 

Cost of finished goods purchased for resale. 94,910 4,659,800 

5^433^70 

Credits 

Material in cost of sales based on estimated costs. 52,801,430 

Labor in cost of sales based on estimated costs. 993,280 

Burden in cost of sales based on estimated labor in cost of 

sales. 744,960 

Finished goods purchased for resale in cost of sales at cost . . . 79,660 4,619,330 

Inventory, December 31, 1940, at estimated cost. # 814,540 


Raw Material Inventory 

Inventory, December 31, 1939. $ 629,260 

Debits 


Raw material purchased. 52,597,500 

Adjustment of raw materials used in production to actual 

cost. 166,520 


Credits 

Raw material used at estimated cost 
Inventory, December 31, 1940. 


2,764,020 

53,393,280 

2,817,760 
5 575,520 


Cost of Sales 
Debits 

Material in cost of sales based on estimated costs. 52,801 ,430 

Finished goods purchased for resale at actual cost. 79,660 

Labor in cost of sales based on estimated costs. 993,280 

Burden in cost of sales based on estimated labor in cost of sales. . 744,960 

Unabsorbed burden. 44,210 

Total debits. 54,663,540 

Credits 

Adjustment of raw materials used in production to actual cost. .5 166,520 

Adjustment of direct labor in production to C'^tiTnotprl costs 65,440 

Total credits. 5 231,960 

Cost of Bales per profit and Iobb statement. 54,431,580 
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Manufacturing Expense Control 


Debits 

Manufacturing expenses—actual cost 

Credits 

Burden absorbed in inventory baaed on 75 % of estimated direct labor 
used m production. 

Unabsorbed burden charged to cost of sales 
Total 


I 792,!180 


I 


I 


748,770 

44,210 

792,980 


Problem 155 

(American Institute of Accountants, May, 1946) 

From the information following, prepare an income statement showing 
therein appropriate manufacturing cost variances of Bunsom Co., for 
the month of January, 1946, supported by journal entries of transactions 
for the month. 

The Bunsom Co. makes unit M. The manufacturing of unit M is 
based on three successive and continuous operations, namely, operations 
M-10 to M-12, inclusive, in which the manufacturing cost of such unit 
is developed as shown by the following tabulation of percentages of cost 
of manufacture: 

rLIKENrAGES DF CuST OF MANUFACTURE OF UnIT M 


Operation 

Material 

Labor 

Overhead 

M-10 

20% 

20% 

40% 

M-11 

- 

35 

40 

M-12 

80 

45 

20 

T otal 

100 

100 % 

100% 


(The company does not record the actual labor charges applicable to each 
operation ) 

The Bunsom Co. operates a cost accounting system based on standard 
costs which are incorporated in the manufacturing cost accounts. The 
differences between standard costs and actual costs are reflected in 
appropriate variance accounts, namely, material price, material usage, 
direct labor rate, direct labor time, and over-all manufacturing overhead. 
The material price variance is assumed to be realized at the time of 
purchase, irrespective of time of usage. 

The standard manufacturing costs used for unit M (based on a planned 
monthly production ranging between 8,CK)0 and 12,000 units M) are as 
follows: 
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Per Unit M 
Quantity 

or Hours Amount 


Material; 

Item M-a (issued in operation M-lO) 1 5 .50 

Item M-b (issued in operation M-12) 1 2.00 

Direct labor (total for all operations at uniform rate of $5 per hour) hr. 1 25 
Overhead (applicable to operations as a whole); 

Variable expenses. .60 

Fixed expenses .90 

$5 25 


The inventories applicable to unit M as at December 31, 1945, stated 
in accordance with the foregoing schedule of standard costs, arc as follows: 

Material—Item M-a—100 units; item M-b—100 units 
Work in progress—50 units complete through operation M-10 
Finished goods—none 

Transactions during January, 1946, are submitted as follows: 

The voucher register reflects applicable transactions paid and incurred: 


Amount 

Material purchases— 

Item M-a—12,000 units @ $ .45 per unit $ 5,400 

Item M-b—12,000 units 2.10 per unit 25,200 

Payroll for all operations— 

Direct labor—3,100 hours @r $1.2625 per hr 15,655 

Indirect labor 1,500 

Manufacturing overhead, other than indirect hit)i)r 15,000 

Selling, administrative, and general expenses 25,000 


Other facts are: 

During January, 1946, 11,000 units M were transferred to the finished 
goods warehouse and 10,500 units were sold at $9 per unit M. 

As at January 31, 1946, 100 units of work in progress are complete 
through operation M-11. 

Stores requisitions indicate issuances of material items M-a and M-b 
in the quantities required for the production carried through the respec¬ 
tive operations. A supplementary stores requisition, however, indicates 
that item M-a actually used was 2% in excess of standard quantity 
required. 

Problem 166 

(American Institute of Accountants, May, 1940) 

The S S Manufacturing Company completed construction of its plant 
for the manufacture of lawn mowers on January 1, 1939, and commenced 
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manufacturing January 15, 1939. It was decided to establish standard 
costs and an expert was engaged for that purpose. On the basis of a 
test of the first Eve days’ operations, and production of 100 lawn mowers 
per day, the following standard factory cost for lawn moM'ers was reported: 

Standard Cost per Lawn Mower Based on Production of 100 Lawn Mowers 


PER Day 

Department; Total Materials Labor Overhead 


Wood and paint. 

$ 2 

50 


55 

s 

.90 

«1 

05 

Machine. 

13 

50 

5 

45 

6 

15 

1 

90 

Assembly 

2 

00 



1 

50 


.50 

Inspection 

2 

00 



1 

00 

1 

00 

Total per lawn mower 


00 

$6 

00 


55 

14“ 

T5 


The standard-cost-expert estimated that, in the case of a double shift 
on any one day, the rate of overhead would be reduced by 20 per cent on 
the entire production. He also estimated that night-shift wages would 
be 20 per cent more than regular wages. 

At the termination of a thirty-day operating period a production state¬ 
ment was submitted to the head office by the works cost accountant, 
which statement was compared with the standard factory costs in the 
following tabulation; 

Produciion Statement for 30 Days of Operation 



Actual 


Standard cost 


cost 

Rate 

Amount 

Mowers prodiicnd (lOO mowers per day for 30 days). 

3,000 



3,000 

Factory costs: 





Wood and paint department: 





Materials 

S 1,670 

$ 

55 

$ 1,650 

Labbr . 

2,775 


90 

2,700 

Overhead 

4,000 

1 

05 

3,150 

Machine departmeiiL. 





Materials 

16,000 

5 

45 

16,350 

Labor. 

18,600 

6 

15 

18,450 

Overhead. 

6,000 

1 

90 

5,700 

Assembly depaiiiiient. 





Labor 

4,525 

1 

50 

4,500 

Overhead 

1,700 


.50 

1,500 

Inspection depaitmcnt. 





Labor. 

2,900 

1 

00 

3,000 

Overhead 

3,250 

1 

.00 

3,000 

Total cost.. 

161,420 



160,000 

Toward the end of the thirty-day period the president of 

the company 


received reports from his principal salesman that a number of lawn 
mowers of company design were being sold at prices considerably lower 
than the net sales price. The factory accounts, operations, and inven- 
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tones were investigated and during the investigation the factory cost 
accountant confessed that he and the factory foreman had: 

1. Increased production on the sixth day to 200 lawn mowers per day by 
running a night shift, and had maintained this rate of 200 -per-da 3 " 
production by day and night shifts for four more days. 

2. Sold 500 lawn mowers to dealers at cut prices for cash and appropriated 
the proceeds. 

3. Paid the employees their night-shift wages out of the proceeds from 
sale of the stolen lawn mowers and made no record of the wages so paid. 

4. Failed to record anywhere the night-shift production and also failed 
to restore materials used during the night shifts. 

Restate the actual and standard production costs for the thirty-day 
operating period and show the estimated loss by theft of the 500 lawn 
mowers. 

Problem 167 

(Wisconsin, November, 1927) 

The Wrought Iron Manufacturing Company manufactures a com¬ 
modity for which standard specifications and costs have been determined. 


Budget Estimates and Actual Costs 



Quantities 

(>)St 

Item 


- -1 

— 

- - 


Standard 

Actual 

Standard 

Actufil 

Material purchases 


1,500 units 

$ 4,500 

$ 5,000 

Material requisitions 

1,300 units 

1,2(i0 units 

3, !J00 

+ 

Productive labor 

24,000 hours 

25 j 000 hours 

10,200 

18,750 

Indirect labor 



5,000 

5,400 

Taxes 



1,000 

1,320 

Depreciation 



1,500 

1,500 

Insurance 



700 

750 

Repairs 



GOO 

300 

Power Uicd 



800 

900 


OlT.NlNr. In\ I.NTORIIC.S 




Cost 


Quantity 

Standard 

Actual 

Material. . 

300 

$ 900.00 

$ 960.00 

Finished goods. 

050 

17,712 50 

17,980 75 


Must be determined. 
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By operating on a standard cost system the management is enabled to 
obtain variations from standards which disclose price fluctuations or 
efficiency changes in each of the cost elements of material, labor, and 
manufacturing burden. The budget for the last yearns operation was 
based on the normal production of 1,200 units, while actual production 
was 1,080 units. 

Burden is distributed to production on the basis of 50 per cent of pro¬ 
ductive labor wage. At the end of the year the standard costs are 
adjusted to actual by the application of correcting percentages to mate¬ 
rial, labor, and burden. Whenever necessary, opening inventories are 
considered in arriving at the percentages to be used as well as current 
transactions. 

All units were completely manufactured and there was no work in 
process. Sales for the period were 1,410 units at $40, totaling $56,400. 
Selling and administrative expenses amounted to $9,370. 

From the above information prepare statements setting forth the 
operations for the year and analyzing the variations from standard for 
each of the cost elements with respect to price and efficiency. 

Problem 158 

(Ohio, May, 1939) 

The Craft Paper Company produces one grade of paper which is sold 
in rolls. For the purposes of this problem, the process is started in the 
beaters where the raw materials are combined to prepare the stock for 
the machine. The stock runs over the machine and becomes craft paper, 
after which it goes into the finishing room for completing, weighing, 
labeling, and packing. 

The papermaking formula requires 80 per cent of major raw materials 
and 20 per cent of minor raw materials. There is an irrecoverable shrink¬ 
age on the machine of 10 per cent of the raw materials used. This 
shrinkage occurs on the machine and not in the beaters or beater storage 
chests. (Beater storage chests are used for storage of the materials after 
they have passed through the beaters and before going on the machine.) 
The work in process inventory should be considered as being in the beater 
storage chests. 

The company operates on a standard cost basis on which the following 
budget was set for the year ended December 31, 1938: 
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Standards Set for Hours and Production 

Production costs were based on 6,750 machine hours. 

Machine production estimated at 4,000 pounds per hour. 

It was estimated in setting the basic budget that all the material, 
labor, and overhead put into production would be sold and shipped. 
This information is for the purpose of determining the standard rate 
per hundredweight for shipping, selling and administrative expenses. 

Standards Set for Raw Material Cost 

Major raw materials 54 10 per cwt. 

Minor raw materials $2 05 per cwt. 


Standards Set for Labor and Overhead Costs 



Direct 

labor 

Fixed 

expenses 

Variable 

expenses 

Total 

costs 

Production costs: 

Beaters 

Machine 

Finishing 

Total proiluction costs 

Distribution expenses 

Shipping 

Selling 

Administrative 

Total distribution costs 

Grand total 

540,500 

40,500 

8,100 

$13,500 

27,000 

2,700 

$ 54,000 
121,500 
2,700 

5108,000 

189,000 

13,500 

$89,100 

543,200 

5178,200 

5310,500 


5 5,400 
18,900 
24,300 

5 5,400 
8,100 
5,400 

5 10,800 
27,000 
29,700 


$48,600 

$ 18,900 

5 67,500 

589,100 

591,800 

5197,100 

5378,000 






The records showed the actual hours, production, costs, and sales for 
the year ended December 31, 1938, to have been as follows: 


Actual hours and production' 
Machine hours 
Machine production 
Actual raw material purchases- 
Major raw material 

Minor raw material 

Actual raw material usage: 

Major raw materials 
Minor raw materials 
Sales for 1938: 

25,000,000 lb. © 17.00 per cwt. 
Freight allowance 


6,000 

4,200 lb. per hour 

15,000,000 lb. @ S4 10 per cwt. 
10,000,000 lb. @ 54 15 per cwt. 
4,000,000 lb. @ 52 05 per cwt. 
2,000,0001b. @ 52 00 per cwt. 

22,400,000 lb. 

5,600,000 lb. 


50 40 per cwt. shipped 
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Actual labor and overhead costa: 

Direct Fixed Variable Total 

labor expenses expenses costs 


Production costs: 


Beaters 


$35,000.00 $13,500.00 $ 47,400.00 

$ 96,900.00 

Machine 


36,000 00 27,000.00 114,000.00 

177,000.00 

l^inishing 


7,200 00 2,700.00 2,700.00 

12,600.00 

Total production 

costs 

17!),200.00 *43,200.00 *164,100.00 *286,500.00 

Distribution expenses 




Shipping 


$ 5,400.00 $ 5,200.00 

$ 10,600.00 

Selling 


18,900.00 7,400.00 

26,300.00 

Administrative 


24,300.00 5,200.00 

29,500.00 

Total distribution costs $48,500.00 $ 17,800 00 

$ 66,400.00 

Grand total 


$70,200.00 $>)1,800.00 $181,000.00 $352,000.00 

Inventories: 






Inventory, Inventory, 



Dee. 31, 1037, before Jan. 1, 

1938, after 



revision of budget revision of budget 



Price Price 




(Quantity per cwt. Amount per cwt. 

Amount 

Major raw materials 

4 

,500,0001b. $4.50 $202,500.00 $4.10 

$184,500.00 

Minor raw materials 


800,000 lb. 2.25 18,000 00 2.05 

16,400.00 

Total. 


$220,500.00 

$200,900.00 

Work in i)rogres.s 


100,000 lb. 


Material 


4.05 $ 4,050.00 3.69 

* 3,690.00 

Direct labor 


0.135 135 00 0.135 

135.00 

Fixed expense 


0.045 45.00 0.045 

45.00 

Variable cxpt'ii v 


0.18 180 00 0.18 

180 00 

Total. .. 


$ 4,410.00 

$ 4,050.00 

Finished goods 

1, 

,000,000 lb. 


Material 


4.50 $ 45,000.00 4.10 

$ 41,000 00 

Direct labor 


0.33 3,300.00 0.33 

3,300.00 

Fixed expense 


0.16 1,600.00 0.16 

1,600 00 

Variable expense 


0.60 6,600.00 0.66 

6,000 00 

Total 


$ 55,500 00 

$ 52,500.00 


The inventory at December 31, 1937, was priced at the lower of cost 
or market. However, owing to an anticipated reduction in raw material 
prices, a revision was made in the budget or standards as of January 1, 
1938, and you will note that the material price standards are the only ones 
affected. An account captioned revision of standards was set up to 
handle the inventory revision. For the purpose of this problem, the 
inventory at December 31, 1938, was priced at standard as being the 
same as the lower of cost or market. None of the inventory on hand 
January 1, 1938 was in the inventory at December 31, 1938. 

Variances: 

The following variances are carried on the books: 
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Material price. Shipping expense 

Direct labor. Administrative expense 

Fixed expense. Selling expense 

Variable expense... Revision of standards 

Required: Statement of profit and loss at December 31, 1938, showing 
net profit before Federal income tax at standard and actual. 

Problem 169 

(Ohio, October, 1940) 

The Capital Machine Company manufactures and sells hydraulic 
hoists. On January 1, 1940, the company obtained a contract to furnish 
500 hoists to be billed at cost plus 10 per cent. On this contract, the 
company received monthly advances to the extent of $120,000 to June 30, 
1940, the date on which the contract was completed. Any difference 
between the amount so advanced and the billing price of the hoists 
shipped will be adjusted before closing the books at the end of the six- 
month period. 

According to the terms of the contract: “All expenses applicable to the 
costs of hoists on this contract except selling, and a portion of administra¬ 
tive expenses shall be included in such costs. Administrative expenses 
shall be apportioned to the cost of the contract and to the cost of other 
sales on the basis of the number of hoists shipped. After such costs have 
been determined and before the 10 per cent shall be applied, there shall 
be added to such costs in computing the billing price, interest not to 
exceed $10,000, on money borrowed to purchase special equipment with 
which to produce said hoists. The standard cost method of accounting 
shall be used temporarily during the period of performing the contract. 
Provided, however, the method employed clearly reflects, in the final 
determination upon the books of account, the profit derived from the 
performanee of the contract and the details of the variances from standard 
costs are fully explained.“ 

The following standards were set at January 1, 1940, for the six months 
ended June 30, 1940; 

Praduction. 1,000 units 

Production hours. 55,000 


Budgeted cost per unit: 

Raw materials; 

75 units grade A material © $0.90. $67.50 

45 units grade B material © 1.00. 45.00 

Total raw material cost at standard. . $ 112.50 

Direct labor—55 hours © $0.50. 27.50 

Factory overhead—55 hours @ $0.80. 44.00 

Total cost per hoist at standard. $ 184.00 

Budgeted factory overhead for period. . . $44,000.00 
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The following variance accounts were provided for on the books: 


Materials: 
Quantity 
Price 
Labor: 


Labor; 

Rate 

Efficiency 


Overhead: 

Idle and overtime 
Factory overhead—budget 
Factory overhead—efficiency 


For the purpose of this problem, raw materials used, direct labor, and 
factory overhead are charged to work in process at actual. Variances 
from standard are transferred from work in process to their respective 
accounts and apportioned to the cost of the contract and to the cost of 
regular sales on the basis of the number of hoists shipped. Also it may 
be assumed that the standard costs of work-in-process and finished-goods 
inventories at June 30, 1940, were equivalent to cost or market whichever 
was lower. 

The books and records showed the following data at actual values for 
the six months: 


Raw inatciials; 

Purchased; 

Grade A—64,250 units (g} $0 95 
Grade B—54,700 units (a)/ $0.75 
Used per requisitions: 

Grade A—60,705 units © $0.95 
Grade B—^51,350 units © $0.75 
Labor purchased: 

Direct —51,300 hours © $0.52 
Indirect—20,000 hours at $0.48 
Factory overhead purchased: 

Rent 

Light and heat 
Supplies 
Insurance 
Taxes 

Depreciation 
Mis cell an eons 
Hoists produced 
Hoists shipped- 
On contract 
To regular customers 
Inventories: 

January 1, 1940 
June 30, 1940: 

Raw material: 

Grade A—3,545 units © $0.95 
Grade B—3,400 units © $0.75 


$61,037 50 

41,0 25 00 $102,062 50 
$57,669 75 

38,175 00 96,144 75 

$26,676 00 

9,600 00 36,276 00 

$ 2,250 00 
2,200 00 
1,800 00 
4,000 00 
8,000 00 
10,500 00 

5,000 00 33,750 00 

$ 825 

500 

250 

None 


$ 3,367 75 

2,550 00 5,917 75 


Work in process—60 hoists—material, 3^^ labor and 
overhead applied 
Finished goods—75 hoists 
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Sales to regular customers—250 hoists ® $350 . $ 87,500.00 

Advances received on contracts 120,000 00 

Belling expenses 22,174 75 

Administrative expenses 30,000 00 

Interest paid on money borrowed to purchase special equipment 9,599 50 

Required: 

Statement of profit and loss for the six months ended June 30, 1940, 
showing separately the sales on contract and the sales to regular 
customers, also net income at standard and at actual. Disregard 
income tax. 

Submit in pencil work sheets on determination of variances. 

Problem 160 

(Maryland, November, 1941) 

The Metal Products Corporation fabricates a commodity for which 
standard specifications and standard unit costs have been determined. 
By operating a standard cost system the management is enabled to 
obtain variations from standards and measurements of plant performance 
which disclose price and efficiency changes in each of the cost elements 
as soon as the goods are finished. 

All cost accounts are incorporated in the general ledger in which costs 
incurred are to be charged at actual cost and standard costs of actual 
production are to be credited to standard cost accounts. 

You obtain the following information from the accounting records. 


The Metal Products Corporation 
Balance Sheet at* at January 1 
A ssetf^ 


Cash 


$ 20 mio 

Accounts receivable 


100,000 

Material inventory 


20,000 

Finished stock 


15,000 

Land 


20,000 

Buildings 

i 50,000 


Less: Depreciation 

4,000 

46,000 

Machinery and equipment 

* 75,000 


Less; Depreciation 

21,000 

54,000 

Total 


$^5,000 

Liabilities and Nst Worth 


Accounts payable 


$ 60,000 

Taxes accrued 


1,000 

PayroU accrued 


500 

Capital stock 

$100,000 


Surplus 

113,500 

213,500 

Total 


*275,000 
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The finished-stock inventory comprises 100 units at standard cost. 
The following transactions were recorded on the general books during 


the month of January: 

Voucher record 

(a) Materials 120,000 units @ SO.98. 

(b) Payroll. . 

(c) Burden, fixed. 

Burden, variable. 

(d) Selling expenses. 

(e) Adininistrativje expenses. . . 

(f) Insurance unexpireil. 

(g) Total. 


k I' 


(10 

(0 


Accounts payable.. 
Accounts receivable 


Cash receipts 


Sales record 

(j) One half of the finislual units were sold in January at $225 each 

Journal vouchers 

(k) Depreciation of buildings at 3 % per annum 

(l) Machinery and eipiipment at 12 % per annum 

(m) Taxes accrued on real estate $300 

(n) Insurance expired $200 


Factory records 

(o) Material requisitions—10,400 units (a) $0.98 

(p) Payroll distribution—!),000 hours direct labor @ $1.10 per hour 

(q) Indirect labor. 

(r) Superintendent. 

(s) Total. 


(t) 

(vi) 


Production reports 

150 units completed 

-50 units were half finished, but all material has been issued 
Standard Unit Cost 

Material. 50 units $1.00 

Labor. 50 hours© 1.00 

Burden, fixed. . . 50 hours © 0.60 

Burden, variable. . 50 hours © 0.40 


AoTiiial Budget 

Burden, fixed. 

Burden, variable 180,000 hours. 


$117,600 

10,000 

6,925 

3,200 

2,000 

1,000 

1,000 

$141,725 


$120,000 

$110,000 


$ 9,900 

1,000 
500 
$ Yl ,400 


$ 50.00 
50.00 
30.00 
20.00 
$l"5(r00 


$108,000 

72,000 


$180,000 


Required: 


1. Journal entries for the above transactions. 

2. Set up a general ledger work sheet and letter related entries. 

3. Cost report analyzing variations from standard for each cost 
element. 

4. Operating statement and balance sheet. 
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5. Although in actual practice totals are accumulated to the end of the 
fiscal period, you are asked to submit closing entries as of January 
31. 

6. Give the reversing entries to start the month of February. 

Problem 161 

(Ohio, May, 1946) 

The Parts Manufacturing Company is engaged entirely in producing 
and selling to the automotive industry two parts upon which they hold 
patents. Part No. 525 is a clutch part, and part No. 527 is a carburetor 
part. The company accounts for costs by use of a cost standards system 
in conjunction with a flexible manufacturing budget. Plant capacity is 
determined on the basis of standard productive hours. 

The monthly flexible manufacturing budget set up for 1946 is con¬ 
densed as follows: 


Tujbi Parts Manufacturing Company 
Normal capacity 



110% 

100% 

100 % cost 

100 % cost 

90 % 

80% 


total 

total 

center 1 

center 2 

total 

total 

Standard productive 
hours.. 

Standard direct lal)or 

4,840 

4,400 

2,800 

1,600 

3,900 

3,520 

rates 

Standard direct labor 



$ 1 00 

$ 1 20 



cost... . 

S5,i[)0 on 

$4,720.00 

$2,800.00 

$1,920.00 

$1,250 00 

$3,750 00 

Standard factory 
overhead cost 
Standard factory 

$0,300 00 

$5,800.00 

$4,200.00 

$1,000.00 

$5,300 00 

$4,600.00 

overhead rate to 
standard produc¬ 
tive hour . 



1 50 

1 00 




The 1946 cost standard summary sheets compiled for the two j)arts are 
as follows; 


Clutch Ring-Part No. 525 


Specifications. 

OSD l^-ISD \ 4^2 inch cold-rolled steel, shear 

to size and proccH,s to print 

Standard quantity.. 

1,000 

Shop order quantity 

20,000 


Standard material 


Quantity 

Description 

Weight 

each 

Weight 

total 

Standard 
pound cost 

Standard 
total cost 

1,000 

\% inch X 1% inch X 
^2 inch cold rolled steel 

0.132 lb. 

132 lb. 

$.25 

$33.00 
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Standard direct labor 


Operation 

No 

Cost 

center 

Hours 

Rate 

Exten¬ 

sions 

Total 

101 

1 

4 

$1 00 

$4 00 


103 

1 

8 

1 00 

B 00 


105 

1 

G 

1 00 

6 00 


Cost center 1 totals 


18 



$18 00 

211 

2 

2 

$1 20 

$2 40 


215 

2 

4 

1 20 

4 80 


217 

2 

2 

1 20 

2 40 


219 final inspection 

2 

Nonstandard 



221 packing 

2 

2 

1 20 

2 40 


Cost center 2 totals 


10 



12 00 

Total standard direct labor 


28 



$30 00 


Standard factory overhead 


Cost L enter 

Standard 

hours 

Rate per 
hour 

Total 


1 

18 

$1 50 

S27 00 


2 

10 

1 00 

10 00 


Totals 

28 



$ 37 00 







Total standard factoiy cost per thousand 

Commercial overhead (rate to standard factory cost of sales 25 S') 
Total standard cost per thousand 
Selling price per thousand 


JlOO 00 
25 00 
$125 00 

IsTdolio 


CaRHURUTOH BoOSTER-rART No 527 


Specifications 

2 inches X inches diameter oil-hardened tool 

steel, cut to size and maihined to print 

Standard quantit\ 

1,000 

Shop order quantity 

10,000 


Standard material 


Quantity 

Description 

W eight 
each 

W eight 
total 

Standard 
pound cost 

Standard 
total cost 

1,000 

2 inches X ^ inch oil-hard¬ 

060 

60 

$ 30 

118 00 


ened tool steel 
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Standard direct labor 


Operation No. 

Cost 

center 

Hours 

Rate 

] 

Exten¬ 

sions 

Totals 

102. 

1 

5 

51.00 

5 5.00 


104. 

1 

9 

1.00 

9.00 


106. 

1 

14 

1.00 

14.00 


Cost center 1 totals. 


28 



528.00 

212. 

2 

4 

$1.20 

$ 4.80 


214. 

2 

6 

1.20 

7.20 


216. 

2 

8 

1.20 

9.GO 


219 Final inspection. . .. 

2 

Nonstandard 



222 packing. 

2 

2 1 

1.20 

2.40 


Cost center 2 totals. . 


20 



24.00 

Total standard direct labor. 


48 



$52.00 








Standard factory overhead 


Cost center 

Standard 

hours 

Rate per 
hour 

Total 


1 

28 

51.50 

542.00 


2 

20 

1 00 

20.00 


Total factory overhead. 

48 



5 62.00 






Total standard factory cost per thousand. 



$132.00 

Commercial overhead (rate to standard factory cost of sales 

or tr/ 

^'> /o) . 

33.00 

Total standard cost per tliousand. . . . 




$105.00 

Selling price per thousand. 




^ 5l '90b M ~ 


At April 1, 1946, the inventory control accounts at current standard 
costs were as follows: 


Raw material debit balance. .1P2,820 

Work in process debit balance. 1 ,072 

Finished parts debit balani*e. ... .1 ,5116 


The data received in the cost accounting department relative to the 
April, 1946, operations were summarized as follows: 

Four shop orders for part No. 525 and five shop orders for part No. 527 
were entered into production, and material was issued on requisi¬ 
tions to cover. 
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Vendor's invoices payable verified by receiving reports were received 
for %-inch round-bar oil-hardened tool steel as follows: 3,000 pounds 
at $30 per hundredweight and 600 pounds at 535; and for % 2 “inch 
flat cold-rolled steel as follows: 6,000 pounds at 527 per hundred¬ 
weight and 5,200 pounds at 525 per hundredweight. 


Replacement requisitions for material usage loss for the following; 
200 pounds of %-inch round-bar oil-hardened steel; and for 400 
pounds of flat cold-rolled steel. 


/11 productive time reports and payroll data 

as follows: 



Cost center 1 

Cost center 2 

Time reports—productive hours at standard. 

2,520 

1 ,440 

Hours failure to equal standard—inefficiency. 

120 

100 

Hours failure to equal standard—allowed time. 

60 

60 

Total hours. . 

2,700 

1,600 

Actual productive labor rates paid. 

Actual factory overhead (both purchased and from 

$ 1.05 

$ 1.25 


operations). $3,920 $1,540 


Final inspector’s reports showed scrapped 5,000 part No. 525 and 
2,500 part No. 527. 

‘'Floor” or in-process inspectors’ reports showed scrapped 1,000 part 
No. 525 after operation No. 103 and 500 part No. 527 after opera¬ 
tion No. 106. 

Stores received from production and stocked finished parts as follows: 
73,000 part No, 525 and 40,000 part No. 527. 

Finished parts shipped and billed were as follows: 76,000 part No. 525 
and 43,000 part No. 527. 

Required pencil statements: 

1. Detailed journal entries to give effect to the operation of the cost 
standards and budget system for the month of April, 1946. 

2. T-Accounts reflecting postings and balances. 

3. A statement of gross profit and loss for the month of April, 1946, 
identifying the character and amount of variance accounts applica¬ 
ble to that period. 

Note: It is \mnecessary to account for sales and costs of parts sepa¬ 
rately. No variation from standards is to be considered as factory 
overhead. 

Problem 162 

(American Institute of Accountants, May, 1944) 

On the basis of the data following, prepare a statement of factory 
accounts, showing costs, variances, and inventory balances. 
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The Taylor Manufacturing Company has a contract to manufacture 
10,000 units of product X, a regular-line product, for a lump-sum price. 
This price was determined on the basis of estimates of manufacturing 
cost, selling, administrative, and general expenses, and provision for net 
profit. 

The management desires to check manufacturing-cost estimates 
against corresponding actual costs through the factory accounting records, 
and decides to make use of procedures followed under estimated-cost 
systems in which estimated and actual costs are reflected in opposition in 
cost accounts and variations are developed thereby. These comparisons 
are to be made monthly so that differences between estimated and actual 
costs can be detected and controlled currently. 

Product X has been manufactured by two major processes developed 
in the Fabricating and Finishing departments. Estimated costs per unit 
of product for each of these departments follow: 

Product X 

Estimated < osi per unit 

Fabricating Department Finislnng Department 
Quantity Estimated Quantity Estimated 



or time 

value 

Total 

or time 

value 

Total 

Direct materials 

3 units 

SI 20 

$3 60 




Direct labor 

2 hours 

90 

1 80 

1 5 hours 

VI 00 

U 50 

Manufacturing overheail 

2 hours 

60 

1 20 

1 5 hours 

50 

75 


Total 356 60 12 25 


Product and cost data for operations during the first month under 
the contract are as follows: 


Fabricating Department Finishing Department 


Beginning inventory: 

Quantity 

200 units 

80 units 

Average state of completion 

35% 

55% 

Costs— 

Direct materials 

*720 


Transfer materials from Fabn- 

eating Department 

Direct labor . 

126 

$528 

66 

Manufacturing overhead 

84 $ 930 

33 $ 627 

Materials purchased and issued 

Direct labor incurred 

9,100 

3,810 

3,860 

Manufacturing overhead incurred 

3,180 

2,105 

Ending inventory— 

Quantity 

300 units 

240 units 

Average state of completion 

60% 

70% 
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Note: The amounts in the above tabulation are at actual cost, with 
the exception of the beginning inventories, which are stated at estimated 
cost. 

During the month, 2,000 units were finished, of which 1,800 units were 
shipped to the purchaser under the contract. Goods are assumed to be 
produced and sold on a first-in, first-out basis. 

Problem 163 

(Maryland, November, 1944) 

From the following data prepare two work sheets: (1) under an actual 
cost system and (2) under a standard cost system. The standard cost 
system charges work in process at actual and credits it at standard costs. 
There aie no initial or final inventories of goods in process and finished 
goods Using the standard figures as budgeted figures, analyze the gross 
profit variations Represent omitted accounts by a balancing account. 


Biulgptcd 


Raw material 

and standard 

Actual 

Opening inventory—units 

5,000 

5,000 

Prii-e per unit 

Furehaseb 

$1 10 

51 05 

Units 

120,000 

120,000 

Priee per unit 

Work in process (rleV)its per unit of finished product) 
Raw material 

9F1 10 

51 06 

Units 

10 

11 

Price per unit 

Direct labor 

U 10 

? 

Hours 

8 

7 5 

Rate per hour 

Burden 

$1 50 

51 60 

Mathme hours 

10 

9 

Rate jier machine hour 

52 00 

$2 00 

Burden (losts incurred) 

Finished goods (made and sold) 

*200,000 00 *197,000 00 

Units 

10 000 

11,000 

Sale price per unit 

550 00 

*55 00 


Problem 164 

(American Institute of Accountants, November, 1945) 

The Johnson Meat Packing Company desires to study its distribution 
costs (selling, administrative, and general expenses) which in the aggre¬ 
gate constitute 65% of the total cost of doing business. From the infor- 
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mation following, prepare an exhibit showing the allocation of total 
distribution cost per cwt. of meat products for each size-class of order 
(expressed in pounds per order). Carry out unit costs to hundredths of 
a cent. 

An analysis made to determine basic causes of cost variation in selling, 
administrative, and general expense items discloses that each element of 
expense varies according to one of the following three bases: (1) number 
of orders; (2) number of items or invoice lines per order; and (3) weight 
of order expressed in cwt. Expenses varying according to these three 
factors account for the total distribution cost of a given order. 

The analysis of each class of distribution expense discloses that these 
expenses are attributable to each of these three factors as follows: 


Distribution Cofe^t Controls 
Spiling expense eontrol 
Packing anti delivery expeiiLse control 
Administrative and general expense control 
Total distribution coht 


Expenses Basi d on 
Number Numbt‘r Number 
of of of 

Orders Items Cwt. Total 
#2,310 $1,080 $ 210 $3,600 

260 320 620 1,200 

1,170 580 340 2,090 

$37740 $1,980 $1,170 $^,'^K) 


Data by order-size classes follow . 



Numbei of 

Total Numlier 

Total 

Ot dm-size flttss 

Orders 

of Items 

C\\ t 

Under 50 j)nunds 

2,800 

4,090 

700 

50-100 

2,900 

8,410 

2,610 

200-499 

600 

2,280 

1 ,860 

500-999 

400 

2,400 

2,800 

1,000 pounds and ovci 

100 

820 

1,030 

All orders 

6,800 

18,000 

ir,ooo 


Problem 166 




(American Institute of Accountants, May, 1943) 

The Union Solvents Company produces ethyl alcohol from molasses 
bought in the West Indies by a totally owmed subsidiary, the West Indies 
Molasses Company. The latter contracts for the output of various sugar 
companies on a crop basis, sells part of it in the islands at a small profit, 
and the remainder to the alcohol company at net cost, settlement being 
made at the close of the year. 

The molasses is held in storage until transported, in tankers owned by 
the molasses company, directly to the alcohol company’s plant in the 
United States. 
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The molasses company contracted for the 1941 and 1942 crops of 
molasses at 4 cents per gallon of 50% sugar content^ the purchase price 
to be adjusted on that basis. 


The following operating data are given: 



Molasses 


Sugar 


1,000 gal. 


content 

West Indies inventory, December 31, 1941. 

43,200 


51% 

Receipts of 1941 crop in 1942. 

2,400 


50% 

Receipts of 1942 crop. 

Sales of molaases in West Indies, on the basis of $7.33H 

240,000 


52% 

per 1,000 lbs. of 50% sugar content. 

96,000 


52% 

West Indies inventory, December 31, 1942. 

Shrinkage en route from West Indies to the alcohol 

33,600 


52% 

company’s plant in the United States. 

Sugar content of molasses delivered at alcohol com¬ 
pany’s plant in the United States. 

United States inventory, December 31, 1941, valued at 

6,000 


50% 

$776,318. 

14,400 


40% 

United States inventory, December 31, 1942. 

4,400 


50% 

Sundry income in West Indies— 




Net proceeds from sales of supplies. 


$ 96,384 


Revenue from cargo carried on vessels. 


220,000 


Coat of operating vessels. 


2,221,240 


Sundry expenses in West Indies. 


715,406 


United States expenses incident to the purchase of molaases in 



West Indies. 


172,786 



Average weight of one gallon of molaases. 12 pounds 

Prepare statements showing the cost of molasses (a) delivered at the 
alcohol company’s plant and (b) used in the production of alcohol. Show 
unit costs per 1,000 gallons of molasses and 1,000 pounds of sugar content. 

Problem 166 

(American Institute of Accountants, May, 1940) 

The following data are furnished by the Red Desert Copper Company 
concerning the current year’s sales and operations at its mine and smelter; 

Inventories at the beginning of the year— 

Ore—valued at book cost, which includes depreciation and depletion 


100,000 tons at 52.SO per ton. . $ 280,000 

Copper—likewise valued at book cost—30,000,000 pounds at 9.8 cents 

per pound. 2,940,000 

Production costs, including depreciation but before depletion— 

Ore—2,500,000 tons at $2,052 per tf3n. 5,130,000 


Smelting cost—1.5 cents per pound of copper produced, including coat 
of transporting ore from mine to smelter 
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Yield—30 pounds of copper per ton of ore 
Inventories at the end of the year 


Ore. 600,000 tons (All at mine) 

Copper. 20,000,000 pounds 


All sales of copper at 11 cents per pound 
Ore reserves at the beginning of the year 

Per books—10,000,000 tons, carried at $8,000,000 
No new ore deposits were purchased during the year 
Ore reserves at the end of the year 

Per engineer’s survey—13,400,000 tons 

Prepare the following statements showing both quantities and unit 
costs, computed on three alternative bases of valuing inventories con¬ 
sistently applied throughout the problem: 

(a) Cost of ore mined. 

(b) Cost of copper sold. 

(c) Gross profit on copper sold. 


Problem 167 

(New York, May, 1945) 

Required: Computation of the inventory values, adjusting journal 
entries, work sheet, balance sheet, and profit and loss statement. 

The Frontier Lumber Company began business on January 1, 1944, 
with a capital of ^1,500,000 representing cash received for 10,000 shares 
of preferred capital stock of |100 par and 100,000 shares of no-par-value 
common stock. 

The timber tract and the necessary land, buildings, and equipment were 
purchased. The tract is estimated to contain 400,000,000 board feet 
available for cutting. No depletion costs have been computed for the 
year 1944. Depreciation charges made by the company appear to be 
adequate. 

An analysis of the sales of lumber account shows as follows: 



Price 
per foot 

Thousand 

board-feet 

Amount 

Grade A. . . . . . 

$35 

10,000 

1350,000 

Grade B. 

30 

4,000 

120,000 

Grade C. . . . 

20 

4,000 

80,000 

Grade D. 

15 

2,000 

30,000 



20,000 

$580,000 
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The production records of the company are as follows: 


Logs felled. 


Thousand 

board-feet 

24,000 

liOgs in pond. 


100 

Inventory of finished lumber: 
Grade A 

2,000 


Grade B 

500 


Grade C 

400 


Grade D 

900 

3,800 


The corporation used 100,000 board feet of its Grade C lumber for the 
erection of a storehouse and made no entry therefor. You may disregard 
the depreciation on the storehouse for the current year. 

The trial balance as at December 31, 1944, follows: 


The FnoNTiEn TiiT\nn«:ii Company 


Cash in banks and on hand 
Acpnimts receivable—customer. 
llcserve for freight allowances 
Reserve for doubtful accounts 
Standing timber—Tract 1 
Material and stores inventory 

Land . 

Buildings and structures 
Machinery and equipment 
Transportation equipment 
Reserve for depreciation 
Prepaid insurance and taxes 
Accounts payable. . 

Accrued wages . 

Capital stock. 

Sales of lumber. 

lagging operating costs . . 
Loading operating costs 
Mill operating costs 

Shipping expenses. 

Selling expenses. 

General and administrative costs 

Totals. 


S 45,900 
75,650 


1,200,000 

7,500 

5,000 

47,000 

140,000 

75,000 

4,310 


126,000 

96,000 

191,200 

50,000 

45.500 

28.500 


$ 4,300 

3,500 


28,710 

16,400 

4,650 

1,500,000 

580,000 


g2,137,560 g2,137,560 


Problem 160 

(New York, November, 1944) 

Required: Adjusting journal entries and work sheet for the preparation 
of the annual statements. 

The Service Corporation is engaged in rendering a professional service 
to business organizations. The operations are by departments in charge 
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of managers, who receive nominal salaries plus a share of the net profits 
of their respective departments after allocation of the general overhead 
expenses but before Federal income and profits taxes, Avhich may be 
ignored. The agreement with the department managers provides that 
the general expenses are to be charged directly to the operating depart¬ 
ments wherever practicable and the remainder allocated on the basis of 
the gross revenues. The managers of the departments and their respec¬ 
tive shares of the net profits are as follows; 


Manager 

Department 

Percentage 

Smith. 

A 

40 

Brown. 

A 

10 

Jones. 

B 

35 

Good. 

B 

17.5 

Wright. 

B 

17.5 

Black. 

C 

50 

Taylor. 

C 

10 

White. 

D 

45 

Johnson. 

D 

1 

5 


The merchandise inventory at December 31, 1943, amounted to $19,500. 
The costs on unbilled jobs on December 31, 1943, were as follows: 



Department 

B 

c 

D 

Salaries. 

Materials. 

Travel. 

11,000 

200 

250 

1 

$ 500 

100 

400 

SI,000 

10 

«l,450 

«1,000 

$1,010 

1 



Depreciation is to be computed at 10 per cent per annum on the closing 
balance. Unentered bills payable on December 31, 1943, were as follows; 



Department 

A 

B 

C 

D 

Royalties. 

$ 500 




Outside costs. 


$2,000 

$1,500 

$000 

Travel. 


400 

2CK) 

50 

Merchandise purchases. 

1,500 





”$ 27 oOO 

~$2^400 

#1,700 

#(>50 

1 
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Your examination of the accounts receivable shows uncollectible 
accounts of ®375 for Department A sales and another account with a 
$500 balance. You are informed that the client disputed this charge and 
a corrected invoice was rendered for a lower amount, which was paid, but 
the account was not adjusted. This bill was rendered by Department 
C. The accounts also show that Department D has received cash of 
$3,000 in advance for services to be rendered during 1944. 

A study of the outgoing telephone calls for a test period shows as 


follows: 

Department A. 10% 

Department B. 30% 

Department C. 15% 

Department D. 5% 

(leneral. *10% 


100 % 

The floor plan indicates the space occupied by Ihe various departments 


is as follows: 

Department A. 20% 

Department B. 35% 

Department . 15% 

Department D. 10% 

(leneral. 20% 

10(r% 


The gross receipts tax is based on one-twentieth of 1 per cent of the 
previous year’s gross revenues, which figures are not available. 

The tire insurance premiums are for a three-year period beginning 
January I, 1943, on both merchandise stock and office furniture in the 
respective amounts of |15,000 and $10,000. The liability insurance 
premiums are based on the salaries paid for the current year. 

The legal fees paid represent a retainer fee of $500 and an item of 
$250 paid in connection with a contract obligation of Department R. 

The parcel post and express account relates mainly to Department A, 
and it is agreed that 90 per cent shall be charged to that department and 
the balance to general overhead. 

The trial balance at December 31, 1943, follows: 

ThK SkRVICK CoRrORATION 


Cash in banks.12,000 

Petty fa.sh. 500 

Accounts receivablo. 25,000 

Invpiitorips of merchandise, January 1, 1043 15,000 

Office furniture and fixtures. 10,500 

War bonds owned. ... . 10,000 

Managers' drawing accounts. ... 22,500 
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Accrued taxes 
Accrued wages 
Accrued expenses 
Reserve for depreiuition 
Capital stock 
Paid-in surplus 
Earned surplus 
Department A 
Revenues 


Salaries 

^ 12,000 

Outside costs 


Mateiial 


Travel 

100 

Compensation insuiauic 

100 

Old-age benefits taxes 

120 

Unimpl[)>mnit insuianiL i ixc s 

31)0 

Promotion il 

bOO 

Misi Lllaneous 

720 

Merchandise puriVuisis 

35 000 

Royalties 

1 000 

Department B 


Revenues 


Salaiies 

21,000 

Outside Losts 

30,000 

Mate 1 lal 

1 000 

Travel 

3,500 

Compinsation insurance 

300 

Old-age benefits taxes 

200 

Unemplo>ment msuiaiu i taxi s 

600 

Promotional 

1 ,500 

Miseellanenus 

2,400 

RLSiarili expt use s 

1,500 

Department C 


Revenues 


Salaries 

18,000 

Outsidi i osts 

24,000 

Mat erial 

3,000 

Travel 

3,400 

Compensation msurintc: 

300 

Old-igc benefits t ixL s 

200 

Unemploymi nt insurani l t ixc s 

bOO 

Promotional 

200 

Miscellaneous 

2,300 

Department D 


Revenues 


Salaries 

18 000 

Outside (osta 

12 000 

Material 

200 

Travel 

200 

Compensation insuram e 

120 


I 3,000 
1,000 
500 
1,500 
1,000 
750 
13,800 

60,000 


120,000 


75,500 


48,000 
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Old-age benefits taxes.. . 
Unemployment insurance taxes. 

Promotional. 

Miscellaneous. 

General Office: 

Salaries—general. . . 

Salaries—accounting 
Sal ari es—ex ccutiv e o fli i* er 
Stationery and supplies 
Teleplione and telegra[)li. 
Auditing,.. 

Legal. 

Federal capital stock tax 
State franchise tax. 

Gross receipts tax. 

Fire insurance. 

Inability insurance 
Office rent. . 

Light. 

Postage and gLMierol 
]^arc(*l j)ost and exi)ress 
liitenvst received 

Totals. 


$ 80 
240 
160 
600 


2.500 

3.500 
5,000 

1.500 
2,400 

800 

750 

250 

600 

270 

450 

180 

8,000 

1,200 

800 

3,000 

$ 250 

$325,300 $325,300 


Problem 169 


(American Institute, of Accountants, November, 1939) 

The Sulphur Company, organized January 1, 1934, was formed to mine, 
refine, and sell sulphur. To that end it secured a twenty-year lease on 
500 acres of known sulphur deposits, referred to as section A, and 500 
acres, referred to as section B, of potential but undiscovered sulphur 
deposits. It was estimated after engineers’ survey that there were 
5,000,000 tons of sulphur under section A at the time of acquisition. 
Mine reports showed the number of tons taken out by years as follows: 
1934, 250,000; 1935, 300,000; 193G, 500,000; 1937, 800,000; 1938, 
1,000,000 of which 200,000 tons remained in stock-pile. 

The following statement is prepared by the company’s bookkeeper; 


Hai.anck-rhkkt Deckmber 31. lf)38 


Cash. $ 500,000 

Receivables. 300,000 

Inventory of crude sulphur 
at cost of mining and 
extraction (Market value 

$200,000). 180,000 

Leaseholds—at cost. 600,000 

Section A-~$500,000 
Section B— 100,000 


Current liabilities including 

interest and taxes accrued. $ 150,000 


Bonds payable. 300,000 

Capital stock. 1,000,000 

Surplus. 610,000 

Profit and loss, 1938. 230,000 
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Plant and equipment. $ 460,000 

Development—Section A. . . 200,000 

Prospecting—Section B. 50,000 

$ 2 , 200,000 $ 2 , 200,000 

This statement is correct and all accounting requirements have been 
met, except that the company has never provided for amortization or 
depletion since, in the words of the company’s president, “it had dis¬ 
covered from prospecting more new deposits than it had mined.” Nor 
has provision been made for depreciation or obsolescence of plant and 
equipment acquired January 1, 1934, which are estimated to have a useful 
life greater than the twenty-year period of the leases and a scrap value of 
J50,000. 

The company had a survey made of section B by competent engineers. 
This survey indicated sulphur deposits of 3,200,000 tons on January 1, 
1938, which were estimated to have a fair value underground of 11 cents 
per ton. It was decided to increase the book value of the leasehold, now 
carried at S100,000, to that value. It was also decided that the company 
would charge the operations with depletion on the basis of the increased 
value, although this would not affect the depletion deductible for tax 
purposes. 

Of the total 1938 production of 1,000,000 tons, 400,000 tons were mined 
from section B, all of which were sold in 1938. Prior to December 31, 
1938, the bookkeeper had written down development costs by $50,000, 
charging this amount to surplus. 

From the foregoing data prepare: 

(a) Journal entries setting up the proper reserves and making necessary 
adjustments to other accounts. 

(b) Columnar work sheet showing the changes caused by the adjust¬ 
ments. 

(c) Final balance-sheet. 

Problem 170 

(Ohio, April, 1942) 

The Columbus Tile & Coal Company is engaged in the manufacture of 
tile and the production of coal. It owns in fee land containing clay 
deposits and on January 1, 1941, closed a lease on adjoining acreage con¬ 
taining coal deposits estimated at 2,500,000 tons, sufficient to provide all 
the company’s fuel requirements with an excess for sale. The lease calls 
for a royalty payment of 5 cents per ton on all coal mined with an advance 
payment of $6,000 per year, any excess of such payments over the pre¬ 
scribed royalty being recoverable from minings of future years. Clay 
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lands owned were estimated to contain 1,000,000 tons of usable clay at 
time of purchase. 

Based upon the accompanying trial balance as of December 31, 1941, 
you are requested to prepare (1) statement of unit costs and computa¬ 
tions of inventory values for the several tile processes, (2) the customary 
profit and loss statement for tlie year, and (3) balance sheet at December 
31, 1941. Tnit prices should be carried to three decimals. No taxes on 
income are to be computed. It is not required that working papers or 
statements be'prepared in ink. 

The following information is available from various records; 

Inventories at January 1 comprised the following: 


500,(KX) fiiiish(‘(l tile (hi, 125.00 per thoiisjiiid. $12,500 

2(K),000 pii'ces in kilns iinrl driers (re/ $13.55 per thnnsand. 2,710 

2(X),(XX) pruecssed pieei'S, undried, C?'' $5,745 per llnm.sand. 1,14.') 

1,IXK) tons of prepared clay (a) $0.40 per tun. 400 


$15,750 

Inventories at close of year included the following: 

()00,()0() finished tile. 

400,()()() j)ieces in kilns and driers. 

100,000 processed, undried tile. 

1,000 tons of prepared clay. 

1,000 tons of mined coal. 

(loal mined during 1941 aggregated 100,000 tons, and the company’s 
engineers estimated that future extraction of an additional 100,000 tons 
wouhl be possible from the strij)j)ing done in 1941, that, of the coal con¬ 
sumed by the company, 90 per cent was used in the kilns and driers and 
10 per cent for power plant use. 

Insurance and property taxes for the current year are distributable as 
follows; 



1nsuranne 

TaxLNS 

Cnal-iniiiiiig t‘[|uipnuMit ... . 

$ 100 

$ 500 

Cluv iligKing and handling. 

150 

750 

DriiTH and kiliivS. 

1,300 

0,500 

P LI war plant. 

100 

500 

PriK’cssiiig plant. 

350 

1,750 


$2,000 

$10,000 


During the year 50,000 tons of clay were put into process; 20,000,000 
pieces of tile molded; 19,500,000 pieces run into the driers and kilns; 











COST ACCOUNTING 


319 


1,000,000 pieces were spoiled in drying and burning and an additional 
200,000 pieces in drawing from the kilns, sorting, and handling Pieces 
in process ot drying and burning at the beginning and close of year are 
assumed to be one-half processed and hence \allied as to that paiticiilai 
process at one-halt of such process cost All iii\entoiies aie to be prueil 
on basis of accumulated cost, i e , beginning inventories plus cuiient costs 
Power-plant costs aie to be divided 30 pei cent to kilns and diieis and 
70 per cent to processing plant General plant overhead expense is to 
be apportioned 40 pci cent to shipping expenses, 10 per rent to po^ver 
plant with the balance distiibuted to the thiee piodutt piocesst s (exthid¬ 
ing clay digging and handling) on the basis ot relative laboi charges lo 
those accounts 

Pi ovule depreciation on tile plant and equipment at 10 per cent of 
gioss book value, on mining eciuipment on b isis of tonnage 

lim CoTiMBis Tier & Com Cumiany 
In il Bill nil ( Diiinihd 31 B)ll 


AcrDUiiTS p tihle 

s 

16,000 

Af f mints n (iiv iblc 

% (>0 000 


Bonds (dat[ d Jan 1, 1041, due I in 1 P)bl) 0% 


100 000 

Biiildinfz;s and struituns—dm rs ind kilns 

325 000 


Buildings ind stnulurfs po\N pr pUnt 

5 000 


Buildings Tnd struiturc's—processing plant 

12 500 


Capitil &toLk 


150,000 

Cash 

0 500 


Cl ly deposits (rosi) 

00 000 


Disi omit on bonds 

10 000 


Difei ount on sab s 

10 500 


Insur ini i 

2 000 


Inlerest nn bonds 

() 000 


Invintorns Jin 1, Bill 

10 750 


Labor elay digging ind hindling 

12 000 


Labor -i oal mining and li indling 

1)0 000 


Labor—eo il stripping 

10 000 


Labor—drawing sorting ind stoi king till (pron ss L 

21 000 


Labor—driirs ind kilns (pronss 2) 

Oh 000 


Labor—exiiutivi ind otfire silariis 

25 000 


Labor—genual plant 

0 000 


Labor—pronssing and forming till (proiLss Ij 

to 000 


Labor—salesmen s eommishions 

t)0 000 


Marhinory and Lquipmcnt—elay digging 

37 500 


Machinery mil i quipment —coal inining 

25 000 


Machinery and equipment—pniMr plant 

20 000 


Machinery ind equipment—tile pioicssing plant 

75 000 


Office and general buppliLs and expenses 

2 000 


Reserve for depletion 


18 000 

Reserve for depreiiation 


80 000 

Royalties paid 

6,000 
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$ 47,500 

630,000 


Sales, coal—19,000 tons. 

Sales, tile—18,000,000 pieces. 

Supplies and expenses—clay digging and handling. 

RiippliRH and expenHRH—-coal mining . 

.... t, 1,001 

. .. , 2,000 

SuppliRs and expRiiHRS—-cnal stripping . ... 

. . . . 2,000 

Supplies and expenses—drawing and sboekiiig tile. 

. ... 16,276 

Supplies and expenses—^driers and kilns . 

. ... 8,716 

Supplies and expenses—-general plant. 

. ... 1,320 

Supplies and expenses—processing and forming. 

Tn.ve!ci nn nrnnerbv . . .. 

12,457 

_ 10.000 

Undivided profits . 


Totals . $1,102,529 $1,102,529 


Problem 171 

(American Institute of Accountants, May, 1941) 

From the fo lowing data prepare a statement of operating results of 
the Zinc Mining and Milling (Company in October that will show the 
operations on the company’s own account and its activities in furnishing 
milling services to others, both for zinc and for lead concentrates. Pre¬ 
sent all supporting schedules. C'arry computations to the third decimal. 

The Zinc Mining and Milling C^o. operates several mines and a mill for 
concentrating ore. The ore as it comes from the mines must be concen¬ 
trated in the mill before being shipj^ed to the smelters. The resulting 
zinc and lead concentrates amount to about 5 per cent to 7 per cent of the 
original weight. Both kinds of concentrates go through substantially 
the same milling processes. Zinc concentrates contain about 60 per cent 
zinc, while lead concentrates contain about 80 per cent lead. 

The company, in addition to milling the rock produced in its own mines, 
does commercial milling for other mines in the neighborhood, accepting 
as compensation 20 per cent of the concentrates produced. The amount 
of concentrates produced from the ores thus brought in is determined by 
assaying each carload of rock as it is received. This is necessary because 
(a) the ores from different mines differ in richness and (b) it is not prac¬ 
ticable to mill different batches of ore separately. 

The mining land and ore deposits are not owned by the company. A 
royalty of 12 per cent of the selling price of concentrates produced from 
company ores must be paid to the owners. This royalty accrues as the 
concentrates are sold, royalty expense being charged and accounts pay¬ 
able credited at the end of the month in which sales are made. 

The company develops its own power which is used 40 per cent for 
mining operations and 60 per cent in the mill. 

Inventories of partially mined rock and of rock in process in the mill 
are constant and may be ignored for the purposes of this problem. 
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The following operating data are presented. 


Cost of mining 

$31,356 

Coat of nulling 

11 326 

Cost of power 

6,292 

General management 

5,586 


$ 547 ^ 


(The above coats include all labor, supplies, expenses, and depreciation.) 

Tons Valued at 

Mined rock on hand Octobei Ist 500 $ 015 


Rock mined and brought to the surface in Oftober 

27 600 


Mined rock on hand October 31st 

1 ,500 


Rock owned by others nulled in October 

1 600 


Concentrates on hand October 1st. 

Zinc—own product only 

150 

3,900 

Lead—own product only 

50 

1,800 

Concentrates produced in October, both own anil fiu others 

Zinc 

1 ,810 


Lead 

187 


Concentiatea delivered to others after letainmg enmpanv’'^ shaii 

Zinc 

210 


Lead 

2i 


Concentrates on hand Oitober 31st 

Zme—own produit only 

125 


Lead—own product only 

20 


Sales of concentrates in October 

Zinc 


69,379 

Lead 


11,001 

Market pm e per ton of ennientrates Oitober 31st 

Zinc 


42 

Lead 


58 


It IS understood that the mining and milling expenses will be appoi- 
tioned to the cost of zinc and lead concentrates on the basis of their sales 
value (known as the joint product method'’) and that the general 
management expenses will not be absorbed in the production costs. 

Problem 172 

(Ohio, November, 1941) 

The Salem Products Company obtained defense contracts during its 
fiscal year ended October 31, 1941. The company began manufacturing 
the same defense products November 1, 1941, under new contracts at 
increased selling prices. Because of difficulty in obtaining material to 
produce the normal product, of encountering increased costs, and of 
interest in national defense, it was decided to curtail manufacture of the 
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normal product and to direct greater effort toward manufacturing the 
defense product. 

From the data given for the year ended October 31, 1941, and the 
estimates for the fiscal year 1942, the management desires the following 
reports and pro forma statements: 

1. Prepare a statement of unit costs of production for the defense 
product and the normal product for the year ended October 31, 1941. 

2. Prepare a statement of gross profit for the defense product depart¬ 
ment and the normal product department for the year ended 
October 31, 1941. 

3. Prepare estimated statements of unit costs and gross profit as 
required in items 1 and 2 above for the year ended October 31, 1942. 
Treat the ct)mpoiient factors of fixed charges as one item for deter¬ 
mination of per unit costs. 

4. ^Prepare analysis of the reasons for change in gross profit on the 

defense product. This statement must show the difference between 
gross profit cxptM'ted for 1942 as compared with that determined for 
1941, and also the dollar influences attributable to changes in 
volume, selling price and cost of production. 


The Saeem Pkoducts Cf)MpANY 
kStatcTTHMit i)f gross prufil, ynar rntliid Ortober 31, 1941 



Defense iirodiiet 

Normal product 


Units 

Amount 

Units 

Amount 

Net sales 

140,000 

SI,400,000 

66,000 

S462,000 

Co.st of goods sold (disregard \n ork in 





proeess inventory); 





Inventory—finished goods, Novem- 





her 1,1940.. . 



2,000 

8,000 

Raw materials iiseil. 


360,000 


123,500 

Direet labor used. 


420,000 


169,000 

Manufaeturiiig expenses; 





Indirect labor. 


72,000 


26,000 

Fixed charges. 


? 


7 

Amortization 


? 


7 

General overhead. 


90,000 


39,000 

Total cost of finished goods 

150,000 


67,000 


Inventory—finished goods, October 





31, 1941. 

10,000 

7 

1,000 

? 

Cost of goods sold. 

140,000 

7 

^66ToOO 

7 

Gross profit . 


7 


7 
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The fixed charges below are to be allocated to the defense product 
department and the normal product department according to the number 
of units produced. 


Taxes (to be $1,750 higher in 1942). $43,800 

Insurance and other fixed costs. . 6,450 

Depreciation ordinarily sustained: 

Buildings—cost $300,000, estimated life 3313 years. 7 

Machinery and equipment—cost $200,000, estimated life 1232 y^ars. 7 


The cost of plant rearrangement and special machinery is to be amor¬ 
tized according to the number of units expected to be produced. For 
defense product—cost of #80,000 to be spread over 400,000 units. For 
normal product—cost of #30,000 to be spread over 200,000 units. 

The defense product finished-goods inventory at October 31, 1941, 
priced at current year's production cost, consists of completed units 
awaiting army final inspection and approval before acceptance. The pro¬ 
duction of this product during 1942 is expected to increase 25 per cent, 
resulting in a similar increase in units awaiting final inspection at the end 
of the year. The production of the normal product will be curtailed 
50 per cent during 1942, and this is expected to have a like effect on the 
inventory of units carried over into the 1943 fiscal year. 

The company will deliver 12,000 more units of the defense product 
after the close of the last fiscal year at the 1941 prices. The remainder 
of the shipments will be made on the new contracts, the selling price of 
which is 25 per cent over the 1941 prices. The selling price on all 1942 
shipments of the normal product will be increased 20 per cent over 1941 
prices. 

Costs; 

The influences on cost factors for the two departments arc outlined 
below; 

Defense product: 

1. Material, 10 per cent increase per unit cost. 

2. Labor, 25 per cent increase per unit cost. 

3. Fixed charges: No change shall be made in the method of allocating 
the total of this cost, but the total amount prior to allocation is 
expected to increase #1,750. 

4. General overhead: On the theory that the combined forces of 
increased costs and a shift of a portion of the burden from the nor¬ 
mal department will offset any possible savings from increased pro¬ 
duction, the per unit general overhead for 1942, in the defense 
department, is expected to remain the same. 
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Normal product: 

1. Material, 10 per cent increase per unit cost. 

2. Labor, 25 per cent increase per unit cost. 

3. Fixed charges: See item 3 under the defense product, above stated. 

4. General overhead: Owing to curtailment of production in the normal 
product department, tlie 1942 general overhead expense is expected 
to be 10^3 per cent less than the total of that expense incurred by 
this department for 1941, but a more equitable distribution shifts 
one-half of the amount of the 1942 estimate to the defense product 
department, "i'his shift has been given effect in the statement in 
item 4 of the defense product costs above. 

Problem 173 

(American Institute of Accountants, May, 1945) 

From the following information, concerning Dart Co., prepare a state¬ 
ment showing the estimated cost of producing 13,500 tons of X product 
for the purpose of bidding on a government contract. 

Dart Co. manufactures X, a main product, and Y, a by-product. X 
is produced and sold by the ton (2,000 pounds). The raw material used 
in production consists of three ingredients, “I,” and " J,'’ contained 

in both the finished main and finished by-product in proportions and at 
estimated costs per ton set forth below: 

“H'’—40 % at $8 ptT ton 
‘T ”—36 % at $5 per ton 
“J”—24% at $7 per ton 

The contract for 13,500 tons of X represents 60% of the budgeted 1945 
production of X by Dart Co. 

Main-product X is manufactured through four processes, as follows: 

Process No. 1—Ingredients '‘H’' and “I” are issued at the outset 
of process No. 1; completed work in process is 
transferred to process No. 2. 

Process No. 2—Ingredient "H,’’ at the end of process No. 2, suffers 
a 5 % weight loss due to evaporation and 10% of 
the remaining work in process is sold as waste at 
a nominal amount of $6 per ton; completed work 
in process is transferred to process No. 3. 

Process No. 3—Ingredient "J, ” at the outset of process No. 3, is 
mixed with work in process. Ingredient 
loses 4% of its original weight due to evapora¬ 
tion at the end of process No. 3. 
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Process No. 4—In this final process, the material is separated into 
main-product X and by-product Y in the pro¬ 
portions of 80% and 20%, respectively, and such 
products are placed in salable form. 

Estimated direct labor per ton by processes is as follows; 


Process Direct labor per ton 

No. 1. S5 00 

2.. .. 2 50 

3.. .. 3 00 

4. 4.00 


Manufacturing overhead expense at normal capacity, i.e., 75% of a 
total plant capacity of 25,000 tons annually of X, is as lolltjws: 


Trut’css 

Variable 

Fixed 

Total 

No. 1. 

. . . ® 60,000 $30,000 $ 

1)0,000 

2 

62,000 

18,000 

80,000 

3 

50,000 

20,000 

70,000 

4 

40,000 

16,000 

50,000 

Total 

$212,000 

$84,000 $21)6,000 


At the normal capacity level, general manufacturing overhead expense 
applicable to the factory as a whole amounts to |500,000, of which 40% is 
fixed. 

It is expected that the units called for by the government contract, 
coupled with the company’s curtailed civilian production tluring 1945 will 
reach 90 % of total-plant capacity measured in finished units of product X. 

Product Y is expected to sell for an estimated S20 per ton, before 
deduction for handling, selling and administrative expenses of $2.50 per 
ton. 

Carry all computations to two decimal places. 

Problem 174 
(Ohio, May, 1944) 

The National Products Company obtainerl a contract from the War 
Department to produce gun sights. The peep-sight estimated selling 
price was fixed at $10 per unit, and the automatic-sight estimated selling 
price was fixed at $20 per unit. During the year, the company shipped 
78,200 peep sights and 111,300 automatic sights. It was agreed that at 
the end of each year, the estimated selling price would he adjusted to the 
average factory cost figured at the closest cent per unit plus a 20 per cent 
allowance for administrative expenses, delivery expenses, and profit. 

In computing factory costs, the average material and labor costs of 
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sights completed during the year are to be used. Burden will be com¬ 
puted by departments based on the annual departmental cost without 
considering labor and burden in process at the beginning of the year. 
Cost of goods sold and ending inventories should be adjusted by any dif¬ 
ferences between burden applied per books and the burden computed by 
you. 

Following is a statement of income and expenses appearing on the 
i)Ooks at December 31, 1943: 


Sales .'. 

Absorbed burden. 

Profit from sale of equipment. 

Cost of goods H[)ld. 

Cutting and forming department expenses.... 

Finishing deparlment expenses . 

Assemldy and pii eking department expenses. 

(icncral faetory expenses. 

Hee.eiving department expenses. . 

Delivery department expenses. . 

Selling pxpens(‘s. 

Administrative expenses. 


$3,008,000 

705,100 

500,000 

$2,1)00,000 
231,600 
227,000 
220,200 
100,000 
25,638 
61,500 
75,131 
11)1), 031 

^040,100 $4,213,100 


The general factory expenses are to be prorated to departments as fol¬ 
lows: cutting and forming, 30 per cent; finishing, 30 per cent; assembly 
and packing, 25 per cent; receiving, 5 per cent; delivery, 5 per cent; office, 
5 per cent. 

The inventories at flie beginning and end of the year were as follows: 



Material 

Lab nr 

Burden 

Total 

January 1, 1943; 





Raw mali'rial. 

$ 80,000 



$ 80,000 

Work in proi'Lvss; 





Cutting and forming. 

8,000 

$ 8,000 

$ 9,000 

25,000 

Finishing. 

10,000 

4,000 

6,000 

20,000 

Assembly and parking. 

30,000 

14,000 

16,000 

60,000 

Finished gun sights. 

50,000 

30,000 

40,000 

120,000 

Totals. 

$178,000 

$56,000 

S 71,000 

$305,000 

Deeember 31, 1943: 





Raw material. 

$120,000 



$120,000 

Work in proress: 





Cutting and forming. 

6,500 

$ 6,000 

$ 7,500 

20,000 

Finishing. 

7,000 

6,000 

12,000 

25,000 

Assembly and parking. . 

20,000 

12,000 

13,000 

45,000 

Finished gun sights.... 

85,000 

55,000 

75,000 

215,000 

Totals . 

$238,500 

$79,000 

$107,500 

$425,000 
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An analysis of tho finished goods account for the year revealed; 



Beep sights 

Automatics 

Total 

Units on hanrl January 1, 11)43: 

Number. 

1,200 

5,300 

6,500 

Cost. 

% 10,000 

S 110,000 

$ 120,000 

Cost of produrtion transferred from work in 
process; 

Units produced. 

80,000 

115,000 

195,000 

Material. 

$480,000 

$1,201,400 

$1,681,400 

Labor: 

CuttinR and forming. 

44,000 

176,000 

220,000 

Finishing. 

20,000 

90, (KX) 

110,000 

Assembly and packing. 

72,000 

208,000 

280,000 

Burden: 

Cutting and forming. 

55,000 

218,500 

273,500 

Finishing. . 

40,000 

178,000 

218,000 

Assembly and packing. 

54,000 

158,100 

212,100 


$765,000 

$2,230,000 

$2,995,000 

Totals. 

$775,000 

$^^40,000 

~$3,1ISTOOO 

Units sold—number. 

787200 

111,300 

189,^ 

Cost of units sold. 

$750,000 

$2,150,000 

$2,900,000 

Units on hand December 31, lf)43: 

Number. 

3,000 

n,ooo 

12,000 

Inventory value. 

$ 25,000 

$ 190,000 

$ 215,000 


From the cost records, it may be noted that the first-in first-out method 
of accounting for raw materials is used. Direct labor is charged directly 
to the jobs. Burden was allocated to jobs ear’ll month based on an 
estimated monthly percentage of direct labor, ddie estimate is to be 
corrected at the end of the year to the actual burrlen rate. 

The raw material inventory by actual count and computation was 
#115,000 instead of $120,000 as shown by the books. The difference is 
to be charged to receiving department expense. The total rec*eiving 
department expense is to be apportioned to material pui. into piialuction 
during the year, the material in work in process, and the raw^ material 
inventories at the end of the year on the basis of the relative cost of 
material charged to each product. 

Work in process taken from job tickets was correct as to quantities 
and included material and labor priced at cost. The quantities of 
finished goods on hand were correctly stated, but 1,000 automatic gun 
sights were obsolete and were sold as junk January 2, 1944, for $10,000 
pash, 
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Required: 

1. A statement of profit and loss for the year ended December 31,1943 
(disregard income tax). 

2. A statement showing the detailed cost of units produced during the 
year (in pencil). 

3. Work papers (in pencil). 


Problem 175 

(Ohio, May, 1943) 

On January 1, 1942, The Machine Company, having been awarded a 
contract by the United States Army to produce 1,000 machines, changed 
over their plant and began producing the machines. 

The cost records at December 31, 1942, showed the following amounts 
charged to costs: 


Thk Machink Company 




Machin- 

Assembly 

General 



I orIIling 

ing 

an d 
crating 

factory 

Total 

Raw materials. 

$ 540,000 




$ 540,000 

DirETt labor. 

1.080,000 

$256,000 

$420,000 


1,756,000 

Overtime. 

40,000 

30,000 

4,000 

$ 15,000 

89,000 

Indirect iMbor. 

250,000 

200,000 

30,000 

100,000 

580,000 

RE'fuiir labor . 

15,000 

18,000 

0,000 

18,000 

57,000 

Rej)air miitcrials. 

22,1)00 

20,000 

2,800 

9,000 

54,700 

Miscellaneous exi)enHes. . 

1 ,21)5,700 

145.680 

94,760 

3,680 

1,539,820 

StatE' and frnb'ral iineinploy- 






inent insurance (Ohio Stall* 






merit rating; 2.7 ^'4 ; no wagi*H 






paid to any one employee 






over $3,000). 





74,460 

Old-age benefit tax. 





24,920 

Power. . . 





120,000 

Light and heat. 





150,000 

Rent of factory building 





100,000 

Insurance—fhe on machinery 






and equipment. 





40,000 

Personal property tax. 





80,000 

Total costs. 

1 




$5,205,800 


No depreciation had been provided for on the books. 

There are three departments of the plant. The raw material is 
delivered to the forming department, where it is cut, heat-treated, and 
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formed, after which it is transferred to the machining department, where 
it is drilled, ground, beveled, and polished, and then it is transferred to 
the assembly and crating department, where it is assembled and packed 
for shipping. As soon as the raw material is received in the forming 
department, it is put into process. 

The production records showed the flow of macliines through the plant 
during the year as follows; 



Machines 

started 

Machines 

finished 

Machines in process 
at end of year 

Forming department. 

600 

400 

200, completed 

100, 3^5 completed 
30, H completed 

Machining department. 

400 

300 

Assembly and crating department. 

300 

270 



Monthly, the cost department ascertains separately the departmental 
cost of the raw material, the direct labor, and the overhead per unit and, 
in accordance with the flow of machines through the plant transfers from 
one department to the other, the component cost of the units completed. 

For the purpose of distributing to the departments certain manu¬ 
facturing expenses, the engineering department prepared the following 
chart (you arc not expected to go beyond two decimals in obtaining dis¬ 
tribution factors): 



Forming 

Machining 

Assembly 
and crating 

Cencral 

factory 

Total 

Floor space, square 
feet. 

480,000 

160,000 

80,000 

80,000 

800,000 

Ulectric motors, 

horsepower. 

960 

720 

480 

240 

2,400 

Value of equipment 
Direct labor per¬ 

$750,000 

$600,000 

$90,000 

$60,000 

$1,600,000 

centage . 

61.50 

14.58 

23.92 


100.00 


The Machine Company 
Trial balance before closing December 31, 1942 


Debits 

Cash. $ 450,000 

Notes receivable. 8,000 

United States Army. 300,000 

United States War bonds. . 100,000 

flaw materials inventory, 

December 31, 1942. 600,000 

Cash value of life insurance. 50,000 


Credits 

Notes payable. $ 140,000 

Accounts payable. 200,000 

Accrued liabilities. 100,000 

Reserve for bad debt losses. 4,000 

Reserve for depreciation: 

Machinery equipment: 

Forming department.. 150,000 
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Debits 


Credits 

Real estate nnt used in busi- 


Machining department 

$ 75,000 

ness. 

$ 220,000 

Assembly and crating 


Machinery and equipment— 


department. 


10-year life: 


General factory. 

4,800 

Forming department. . . . 

1,000,000 

Office equipment. 

8,000 

Machinery department. . 

750,000 

Delivery equipment. 

4,000 

Assembly and crating de- 


Capital stock. 

2,500,000 

partment. 

100,000 

Surplus. 

804,250 

General factory. 

72,000 

Sales (250 machines). 

10,000,000 

Office equipment—15-year 


Other income. 

200,000 

life. 

60,000 

Accrued real estate tax first 


Delivery equipment-5-year 


half of 1042. 

1,760 

life. 

10,000 



Deferred charges. 

8,000 



Cost ledger. 

5,205,800 



Selling expenses. 

2,156,000 



Administrative expenses. . . 

3,000,250 



Other expenses. 

100,000 



Real estate tax -'2 year on 




property not used in busi¬ 




ness . 

1,760 



Total. 

siI.i'.iiThio 

Total. 

S14,l!n ,810 


From thp foregoing information yon are to prepare as of December 31, 
1942: 

1. Balance sheet. 

2. Statement of profit and loss (rlisregarcl income tax). 

3. Statement showing cost of manufacturing by departments and cost 
per machine (in pencil). 

4. Statement showing separately the cost of material, direct labor, and 
overhead in work in process by departments (in pencil). 

Problem 176 

(American Institute of Accountants, November, 1947) 

From the information below, prepare the following statements, sup¬ 
ported l)y Avhatever explanatory schedules you consider necessary: 

(a) statement to show at what list price and at what net price per 
pound Yip should be sold; 

(b) statement to show at what list price and at what net price per 
gallon Zip should be sold; 

(c) condensed income statement to show, separately and combined, 
the results of operations in Yip and Zip, on the assumption that 
the entire quantity of each product manufactured will be sold at 
the resjxictive prices indicated in the wstatements prepared in (a) 
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and (b), above, and that selling, administrative and general 
expenses are to be included at the same estimate as is allowed in 
setting such prices. 

Chemco, Inc. has perfected a process for producing from the three raw 
materials, A, B, and C, two chemical compounds, Yip and Zip. 

The raw materials are required in the following proportions by weight; 


A. 3 parts 

B. 5 parts 

C. 2 parts 


10 parts 

The following diagram illustrates the manufacturing process: 

Raw Materials 

A, B & C 

I 

Mixing and Blending 

I 

Cooking 


Pre-Zip 

Electrolysis 

:—\— 

Filtering into Drums 

One hundred thousand (100,000) pounds of raw material will be proc ¬ 
essed. The unit costs of the three raw materials are as follows: 


A. $ 2.00 per pound 

B. 50.00 j)(T ton 

C. 4.00 per giillon 


Other costs of production are estimated to he; 


Mixing, blending and rooking. 110,090 

Additional rosts applirahlo to Yip; 

Drying and packaging. 4,600 

Additional costs applicable to Zip; 

Electrolysis and filtering to drums. 6,920 


The cooking process reduces the weight of the combined raw materials 
by 40 per cent. 

Out of 100,000 pounds of original raw materials, 20,000 pounds of pre- 
Zip are obtained. Of the pre-Zip electridyzcd 25% becomes a non- 
marketable precipitate, the remainder, a liquid, being filtered into 
50-gallon drums without further attention. 

The cost of drums, which are returnable and for which customers are 


Yip 

T 

Drying and Packaging 
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to be charged specifically, is not to be included in either the cost or the 
price of Zip. 

Each product is to be sold on the basis of a list price, less 35 % and 10 %. 
Of the net selling price of each product, 25% is to be allowed for selling, 
administrative and general expenses (including provision for income tax), 
and 20% for net profit after provision for all costs and expenses. 

The company has never marketed either of the products, but has 
demonstrated the existence of markets for both if they can be manu¬ 
factured to sell-at suitable prices. Its experience in producing both these 
and other chemicals leads it to believe that the above estimates of cost 
relative to the processing of 100,000 pounds of the three raw materials 
combined are reliable as a basis for setting a price for each of the products 
to be manufactured therefrom. 

Note: One gallon of Zip weighs 7.5 pounds. 

One gallon of Raw Material C' weighs 8 pounds. 

Problem 177 

(Ohio, October, 1942) 

Rids have been asked on proposed contracts to be let January 1, 1943, 
for either 200,000 or 400,000 units of gear assemblies to be supplied to the 
U.S. government, and you are requested to compute prices to be sub¬ 
mitted for each quantity on behalf of the Foundry and Machine Com¬ 
pany, based upon the following data: 

Shipment of 100,000 units is required within the first six months 
(January-June), a like quantity in the following six months, and if the 
contract covers 400,000 units, the additional 200,000 will be required in 
the succeeding six months’ period. 

The entire plant will necessarily be devoted to production under this 
contract if received. The company’s objective will be to earn a return 
at the rate of 5 per cent per annum on its capital and surplus as of the 
beginning of each year involved, such return to be after payment of a 
5 per cent state income tax on the profit before Federal taxes and after 
allowance for a Federal income tax at the rate of 25 per cent. 

New machinery will immediately be required costing SCO,000, which 
will have no salvage value when the contract is completed. Present 
facilities consist of buildings valued at #75,000 and machinery and equip¬ 
ment of a gross book value of #250,000 on which regular depreciation is 
to be computed at annual rates of 2 and 10 per cent, respectively. 

A maximum force of 400 men will be possible on direct production. 
Time required for the initial 100,000 units is to be estimated at 4 hours 
per unit with an average direct labor cost of #3.60. For each additional 
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100,000 units the direct labor will he more efficient, resulting in a saving 
of 10 per cent in direct labor cost as compared with the next preceding 
similar quantity, but working time required for production in excess of 
40 hours per week will necessitate the payment of “time and one-half” 
for overtime. One-half of the saving in direct labor cost (after the addi¬ 
tion for overtime) from the original $3.00 per unit is to be passed along 
as an incentive bonus to the workers directly employed on production. 
The company anticipates certain periods of plant inactivity during 1943 
but not of such extent as will interfere with the production of the quan¬ 
tities it undertakes to produce. 

Of indirect shop labor, $80,000 a year will remain constant, irrespec¬ 
tive of production, and the balance will fluctuate in relation to the direct 
labor hours and will likewise be subject to overtime at the time and one- 
half rate. The total indirect labor cost currently runs $30,000 per month, 
and this same cost, it is considered, will continue during the first six- 
month period of 1943. 

Material cost from stock will remain constant at $7 per unit. Scrap 
recovery will approximate 5 per cent of material cost. Production will 
be limited to the number of units completed for shipment during each 
period, no stock to be made ahead. 

Machinery and equipment repairs are estimated to amount to 10 per 
cent of the gross book cost of such equipment in 1943 and 20 per cent 
annually thereafter. 

Insurance, taxes (other than income), and miscellaneous expenses are 
estimated as remaining fixed at $100,000 per annum. Kxecutive and 
administrative expenses will amount to $10,000 per montli. For possible 
increases in costs and other contingencies over the longer term, allow 
10 per cent of total costs to be incurred in 1944. 

Fifty per cent of the net earnings is to be distributed in dividends as of 
December 31 each year, following past policy. 

The company’s capital consists of 10,000 shares of capital stock of 
$100 par value, and the surplus account as of January 1, 1942 stood at 
$400,000. Net earnings for the year 1942 from the company’s normal 
business will be $80,000. 

Problem 170 

(American Institute of Accountants, November, 1944) 

Tad To., Inc. 

From the information submitted hereafter relative to a canceled pro¬ 
duction contract of Tad Co., Inc., prepare a statement of undelivered 
inventories at cost plus an allowance for general and administrative 
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expenses applicable to the contract as at March 31, 1944, date of 
cancellation. 

On November 18, 1943, Tad Co., Inc. contracted with a consumer to 
deliver 10,000 units of ''meti” to the latter as and when finished. By 
mutual agreement this contract was canceled as of March 31, 1944, and 
the contracting parties have agreed to use a statement of undelivered 
inventories at cost plus an allowance for general and administrative 
expenses as at March 31, 1944, as a basis for negotiating settlement. 
There is also an understanding between Tad Co., Inc. and the supplier of 
raw materials used in ‘^meti’^ that any raw materials in excess of that 
applicable to the entire contract may be returned to the supplier who will 
accept at cost on the basis of most recent purchases. 

“Meti'’ is processed successively through depts. No. 20 and No. 30 
and is the sole product of these departments except for tools made and 
used in dept. No. 20 for '^meti.'^ 

‘^Meti” is made from two raw-material ingredients identified as 
and which are issued at the outset of processing in dept. No. 20. 
Two units of “0” and one unit of enter into one unit of “meti.'^ 
Production data; 

1. No inventories were on hand at November 18, 1943, date of contract. 

2. 1,500 units of ‘4neti” had been delivered to the consumer under the 
contract as at December 31, 1943. 

3. Applicable inventories as at .January 1, 1944 follow: 

(a) Raw materials: 

2,000 units at $3.00 

‘‘P^^—1,000 units at 1.80 

(b) Work in process; 

Dept. No. 20—800 units estimated to be 40 per cent complete; 
cumulative cost, $11,200. 

Dept. No. 30—600 units estimated to be 30 per cent complete; 
cumulative cost, $19,700. 

(c) Finished goods—none 

4. Raw materials purchased from January 1st to March 31st, 1944, 
follow: 

16,000 units of at $3.50 per unit 
5,100 units of ‘*P” at 2.00 per unit 

Raw materials were issued on a first-in first-out basis, as required. 

5. Other costs and charges from January 1st to March 31st, 1944, are; 

Dept. No. 20 Dept. No. 30 


Direct labor. $40,000 $48,000 

Direct departmental manufacturing overhead. 50,000 60,200 

General manufacturing overhead. 5,600 6,720 
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6. Contract inventories at March 31, 1944 


Dept. No. 20. 500 units, 40 % complete 

Dept. No. 30. 800 units, 70% oompbto 


7. Work in process inventories as at March 31, 1944 arc to be stated on 
the basis of current costs incurred from January 1 to March 31, 1944 
without averaging therein beginning inventories as at January 1, 
1944. 

8. 5,700 units of “meti” were delivered to the consumer under the con¬ 
tract from January 1st to March 31st, 1944. 

9. General manufacturing overhead from January 1 to March 31, 1944, 
totaling $50,000, is prora-ted to departments in proportion to direct 
labor cost. The total direct labor cost for all departmi'iits, including 
depts. No. 20 and No. 30, is $400,000. 

10. Past experience shows that general and administrative expenses may 
be applied at the rate of 15 per cent of cost of sales. This percentage 
is deemed fair as an allowance on the cost of inventories. 

11. An examination of the production data furnished discloses the 
following: 

(a) Direct labor, dept. No. 20, includes $3,000 of labor expended in 
making tools. Materials going into such tools, amounting to 
$6,000, are included in direct manufacturing overhead. Direct 
manufacturing and general manufacturing oveiheads are aj)pli- 
cable in proportion to direct labor. Forty per cent of the tools 
manufactured have been completely used; the remaining tools 
have depreciated 60 per cent but can be used on other lines of 
manufacture. 

(b) Direct labor, dept. No. 20, other than that applied to tools, is 
overstated $1,200 as a result of clerical errors in labor pricing 
totaling $200, and of an incorrect classification of an indirect 
labor item of $1,000. 

(c) Direct manufacturing overhead, dept. No. 30, includes a loss of 
$800 on the sale of a machine used in that department. The 
company failed to accrue depreciation of $200 from March 1st 
to March 22nd, the date of sale. 

(d) The records do not reflect a vendor’s cancellation claim of $300 
(400 units of “P” at $.75) arising out of the contract cancella¬ 
tion. This claim is investigated and found to be proper. 

Note: Carry out decimals to two places. 
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Problem 179 


(Wisconsin, November, 1943) 

The Curtis-Shannon Company is in financial difficulty, and you are 
employed by a committee of the creditors to determine the approximate 
amount which will be realized if the company is liquidated. 

The following balance sheet is taken from the books. 


The CuHTifl-SiiANNON Company 
Balance sheet 


Cash. $ 179,180.63 

Notes receivable. 117,240.76 

Accounts receivable. 201,264.20 

Haw material inventory. . 227,565.01 

Uncompleted contracts. . 257,762.58 

Securities owned. 355,674.68 

Land. 550,000.00 

Buildings. 592,246.73 

Deficit. 55,380.60 

Total. ^2,536,'325 To0 


Fully-secured creditors. . $ 200,000.00 

Partly-secured creditors. 385,530.67 

Unsecured creditors. 680,758.21 

Accrued taxes. 17,856.34 

Notes receivable dis¬ 
counted . 5,676.80 

Bonds payable. 465,000.00 

Capital stock. 732,510.61 

Reserve for sinking fun d . 48,992.37 

Total. $27536,325.00 


Cash items, including undistributed expenses and I.O.IJ. memnran- 
dums not collectible, in cash drawer are $655.43. 

Notes receivable on hand will realize 1108,135.38. 

Raw material is estimated to be worth only 80 per cent of its book 
value. At this reduced amount $113,430 is taken over to complete 
the contracts. In addition to this material, $205,054 of labor and 
expense is required to complete the work and realize the contract 
price of $500,000.. 

Accounts receivable shown on the books is estimated to produce 
$67,140. 

Securities in hands of creditors to secure payment: 



Book value 

Market value 

In hands of fully secured. 

In hands of partly secured. 

$209,959.60 

145,715.08 

$254,765.40 

150,846.90 

$355,674.68 

$405,612.30 
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The present market value of the land is 1250,000 and the buildings 
*265,000. 

The bonds payable is secured by land and buildings. 

Interest accrued on bonds payable is *3,825. 

Investigation discloses that a *2,500 note discounted by the company 
will not be paid by the maker at date of maturity. 

From the above data prepare: 

1. Statement of affairs. 

2. Deficiency accounts. 

3. Dividend which unsecuied creditors may expect in settlement of 
their claims, excluding expenses of administration. 

Problem IBO 

(\ev York, April, 1943) 

Prepare. 

1. Statement of affairs 

2. Related deficiency account 

SlL\^AR^ AND Company 


List nf {U'count liiilanrns, March 31, ]')41 


Accounts payable 

1150,000 

Accounts receivable 

85, om) 

Accrued inlciest payable—niurtRage bonils 

3,750 

Accrued taxes 

14,750 

Accrued wages 

0,500 

Buildings 

165,000 

Capital stock 

150,000 

Cash 

26,500 

Deficit 

14,500 

First-mortgage bonds—due April 15, 1S141 

120,000 

Inventory 

60,000 

Land 

20,000 

Machinery and equipment 

180,000 

Marketable securities 

50,000 

Notes payable 

30,000 

Notes receivable 

30 000 

Prepaid expenses and deferred charges 

8,000 

Reserve for bad debts 

7,000 

Reserve for contingencies 

30,000 

Reserve for depreciation—buildings 

28,000 

Reserve for depreciation—machinery and equipment 

00,000 
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Give due consideration to the following information: 


Asset realizatiDii is estimated as follows: 

Accounts receivable. $55,000 

Buildings. 95,000 

Inventory (after $5,000 is spent to complete). 40,000 

Land. 35,000 

Machinery and equipment. 50,000 

Marketable securities (70 % of book value). 35,000 

Notes receivable. 20,000 

Miscellaneous data: 

Accrued wages are of current origin 

Contingencies covered by the reserve probably will result in actual liabili¬ 
ties of. $25,000 

First-mortgage bonds are secured by land and buildings. 

Notes payable are secured by marketable securities having a book value of 30,000 

Notes receivable of. 5,000 

have been discounted, of which amount $2,000 will have to be paid by 
Stewart and Company, as indorser. 


Problem 181 

(New York, November, 1944) 

Prepare: 

1. Statement of affairs as at December 31, 1943, to show amount; 

a. Of unsecured liabilities. 

b. Available to meet these unsecured liabilities. 

c. Of assets (if any) to be returned to the stockholders in the event 
of company dissolution as based upon the appraised value of the 
assets. 

2. Statement reconciling the investment per books with the surplus of 
assets available for stockholders per statement of affairs. 

Bolling Green & (U)mpany were unable to meet their outstanding 
obligations as at December 31, 1943. At a creditors' meeting you are 
retained to prepare the statements as called for above. 

The books Avere closed as at December 31, 1943, after which the fol¬ 
lowing post-closing trial balance was prepared: 

Bolling Queen & Company 
Post-closing trial balance, December 31, 1.943 

Bank. $ 9,123 

Petty cash. 300 

Accounts receivable. 27,902 

Reserve for bad delfts. $ 972 

Subscribers—preferred capital stock. 20,000 

Inventory. 48,796 

Deferred charges. 4,603 
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Land and building. $ 98,963 

Reserve for depreciation—^building. $ 4,813 

Equipment. 24,963 

Reserve for depreciation—equipment. 11,207 

Goodwill. 100,000 

Accrued payroll. 1,877 

Accrued interest—notes payable. 1,350 

Accrued interest—mortgage payable. 200 

Notes payable. 45,000 

Accounts payable. 21,769 

Mortgage payable. 20,000 

Preferred capital stock. 100,000 

Common capital stock. 100,000 

Surplus. 27,462 

Totals . $ 334,65 0 $334,650 


The following information is to be utilized: 

1. Warehouse receipts for merchandise having an inventory value of 
$29,409 were pledged as at December 31, 1943, to secure 120,000 of 
liabilities against bank acceptances. The liabilities in question were 
included in notes payable. Appraised value of this merchandise 
was $24,500. 

2. The land, costing $25,000 and so recorded, was covered by the 
mortgage per trial balance. This land was appraised at $15,000. 

3. Collection of accounts receivable was estimated at $27,000. 

4. Sale of inventory not represented by warehouse receipts was esti¬ 
mated to realize $12,050. 

5. It was estimated that the equipment could be sold for $5,000. 

6. It was estimated that the building w^ould bring $50,000. 

7. The cancellation of insurance policies and the sale of sundry supplies, 
etc., should realize $1,158. 

8. Holders of preferred stock had paid in cash 80 per cent of the par 
value of their subscriptions. For this they had received part-paid 
stock certificates. 

9. An unpaid Federal income-tax liability for $188 was not recorded 
on the books as of December 31, 1943. 

Problem 182 

(Ohio, October, 1944) 

The Specialty Company, an Ohio corporation, unable to meet its 
obligations, has applied for and had appointed a receiver (effective at the 
close of business June 30, 1944) to wind up its affairs preliminary to 
dissolution. You have been employed to prepare for the receiver a state- 
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ment of affairs to be filed in court, showing the approximate amount each 
of the respective creditors maybe expected to receive upon liquidation. 

Following is the statement of assets and liabilities prepared from the 
books as of June 30, 1944: 



The Speciai 

.TY Company 


A s^^ets 


LiabiUties 


Petty cash. 

$ 1,000 

Notes payable: 


Cash on deposit—City Bank 

53,000 

City Bank (partially se- 


Trustee’s sinking Jiind: 


cured). 

$ 180,000 

Cash... . 

5,200 

State bank (unsecured).. 

1)0,000 

First-mortgage bonds at 


Officers (partially se- 


cost (principal $22,000). 

20,800 

cured) -6 %. 

25,000 

Notes receivable. 

118,000 

Accounts payable. 

280,900 

Accounts receivable: 


Customers’ credit balances. 

3,700 

Pledged on bank loans... . 

100,000 

Deposits on sales contracts. 

12,000 

Unpledged. 

185,000 

Factorv payroll June. 

10,800 

Inventories. 

352,000 

Accrued taxes. 

42,500 

Treasury bonds (5 %) at cost; 


Accrued interest: 


Pledged on notes due offi- 


First-mortgage bonds. . , 

20,000 

cers (principal $21,000). 

17,500 

Second-mortgage bunds. 

24,000 

Unpledged (principal $18- 


Debentures. 

7,500 

OtXl). 

12,000 

Officers’ notes. 

1 ,500 

Treasury stoi-k—50 shares 


Federal excise taxes c[)l- 


preferred. 

4,500 

1 acted. 

14,500 

Unpaid subscriptions; 


First-mortgage sinking fund 


Coinnion stock. 

50,000 

5 % bonds. 

800,000 

Real estate. 

2,050,000 

Secoiul-inortgage 0 % bonds 

400,000 

Machinery and equipment. .. 

487,000 

Secured debentures (> % . . 

300,000 

Unamnrtizeil bond disi’ount. 

30,000 

Reserve for bad debts. 

5,700 

(Goodwill. 

450,000 

Reserve for plant deprecia¬ 


Insurance (surrender valiu'). 

450 

tion . ... 

187,400 



Reserve for contingencies . . 

50,000 



ITeferred stock—$100 par. 

1,000,000 



Coiiiinon stoi’k—no par. . . 

500,000 



Deficit. 

24,450' 

Total. 

$3,037,050 

Total. 

$3,937,050 


* IiiLliuutrs rinl /iKuro. 


You obtain llie following atlded information from the books and other 
sources: 

The petty cash fund comprises $300 in receipts and expenses, $200 in 
travelers checks, and $500 in currency. Reconcilement of the bank 
account reveals an actual cash balance of $05,000 and outstanding checks 
to trade creditors aggregating $12,000. Contingent liability exists with 
respect to customer’s notes discounted in the amount of $75,000 of which 
one note for $17,000 is found to be uncollectible with unpaid interest 
accrual of $850. The total interest accrual on customers’ notes, as of 
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June 30, amounted to $1,500 on the unpledged notes and $2,050 on those 
discounted. The company is also contingently liable as accommodation 
endorser on the personal note of a former officer in the amount of $5,000, 
dated January 1, 1944, due June 30, 1944, and bearing interest at 6 per 
cent. Collateral security on this note consists of $3,000 principal amount 
of first-mortgage sinking fund bonds belonging to the debtor. Accounts 
receivable have been classified as to probability of collection as follows: 
(1) good (including accounts pledged), $114,000; (2) doubtful, $165,000; 
and (3) bad, $6,000. 

Real estate account includes plant property, $1,800,000, mortgaged 
under the first- and second-mortgage bond issues, and unencumbered 
land carried at $250,000. Goodwill is shown at its value as appraised 
by the incorporators in 1929, when the company was formed; it was paid 
for with 4,500 shares of preferred stock. First-mortgage 5 per cent bonds 
are of a total authorized issue of $1,000,000, $200,000 of which is pledged 
as security for the 6 per cent debentures. The reserve for depreciation 
includes $9,000 against plant buildings and $97,400 against machinery 
and equipment. Preferred stock is 6 per cent cumulative, has preference 
over common as to assets, upon liquidation, to the extent of 105 plus 
accrued dividends, and dividends are in arrears one and one-half years. 

Review of the recorded assets with company officials, appraisers, and 
others establishes the following probable realizable values for the ques¬ 
tionable items; 


Unpledgpd notes and interest . 90^ 

Doubtful aecDunts reeeivahle. 75% 

Inventories. $ 300,000 

Plant property (taxes aicruing from date of sale to be assumed by pur- 

ehaser). . . . .. «;i,fK)0,000 

Other real estate. $ 100, (X)0 

Machinery and equipment. HP 300,000 


It has been determined that the former officer’s note held by the bank 
will not be paid. The receiver’s fees and expenses may be estimated at 
$50,000. 

Prepare a statement of affairs and deficiency account in proper form. 

Pencil solution is acceptable. 

Problem 1B3 

(American Institute of Accountants, May, 1948) 

From the data below prepare for the use of a creditors’ committee the 
following statements, showing what probable payments can be made to 
each of the creditors of Jones, Inc. 
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A. A statement in which (1) the assets are grouped to show to what 
extent they are pledged or free, their estimated realizable value and 
shrinkage, and (2) the liabilities are classified as preferred, fully 
secured, partly secured and unsecured. 

B. Statement of estimated deficiency to unsecured creditors, showing 
particulars. 

C. Statement of estimated amounts available for each class of creditors, 
showing ratio to original claims. 


JoNLs, Inc 

Balanf ('-bhppt, as f)f Marrh 31, 1D49 
(Prepared by the compaiiy’b bookkeeper) 


Current 

Cash 

Notes reeeivable 

LcbS notes reeeivable disrounied 
Aecounts receivable 
U S Trea&nry bonds 
Invent ones' 

Finished goods 
Work in process 
Raw materials 

Total current assets 
Subscriptions to capital stock 
Investments 

Property and eqiiipiiient 
Real estate 
Factory equipment 

Leas reseive for depreiiation 
Total assets 


Liabihiicii 

Current 

Notes payable' 

To Manufacturera’ Trust Cn 
To Alex iSmith 
Accounts payable 
Accrued liabilities' 

Salaries and wages 
Property taxes 

Total current liabilities 
I^ng-term liabilities' 

First mortgage on real estate 
Second mortgage on real estate 
Total liabilities 


S 2,000 

$ 4,640 
4,640 

4,000 

10,000 


$15,000 

4,500 

6,000 25,500 

$ 41,500 
12,500 
2,300 

$45,000 

24,000 

$60,000 

20,000 49,000 

$105,300 


$10,000 

25,000 $35,000 
24,000 


$ 992 

460 1,452 

$ 60,452 

$15,000 

20,000 35,000 

$ 95,452 
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Capital 

Capital stock—authorized, subscribed and issued, 500 
shares, par S100 per share. . .. $50,000 

Less deficit. (40,152) $ 9,848 

^105,300 

An analysis of the company’s accounts disclosed the following: 

a. Jones, Inc. started business April 1, 1943, with authorized capital of 
®50,000, represented by shares of $100 par value each. Of the 500 
authorized shares 375 were fully paid at par and 125 were subscribed 
at par, payment to be made on call. 

b. The Manufacturers’ Trust Company holds $10,000 of U.S. Treasury 
bonds as security for its $10,000 loan; it also holds the first mortgage 
of $15,000 on the company’s real estate, interest on which is paid 
through March 31, 1948. 

c. The real estate includes land, which cost $5,000, and a building erected 
thereon at a cost of $40,000. Of the reserve for depreciation $5,000 
is applicable to the building and $15,000 to the farlory equipment. 
The realizable value of the real estate is estimated to be $30,000. 

d. The note payable to Alex Smith is secured by a chattel mortgage on 
factory equipment and inventory. Interest on the note has been 
paid through March 31, 1948. 

c. Alex Smith holds the second mortgage on the real estate. 

f. The notes receivable, $4,040, which were discounted, though not yet 
due, are deemed uncollectible. 

g. Of the accounts receivable of $4,000, $2,000 are considered good; of 
the remaining $2,000 it is expected that one-half will be uncollectible. 

h. Inventories are valued at cost; finished goods are expected to yield 
110 per cent of cost. Goods in process cost $4,500 and have a real- 
izalde value, if scrapped, of $900. It is estimated, however, that the 
work in process can be completed into finished goods by the use of 
$1,200 of raw material and an expenditure of $1,400 for labor and 
other costs. The raw material deteriorates rapidly, and is estimated 
to realize 25 per cent of cost. 

i. The factory equipment, which cost $24,000 on April 1, 1943, is con¬ 
sidered to have a realizable value of $5,000 at March 31, 1948. 

j. The subscription to the capital stock for 125 shares at par, is due from 
Wyman Jones, president of the company, and is fully collectible. 

k. Investments include 15 shares (a one per cent interest) of the common 
stock of the Bourbon Company, acquired at a cost of $1,500, but with 
a market value of $3,390 at March 31, 1948; and 20 shares of Treasury 
stock for which the company paid $800. 
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1. No expenses of liquidation nor acrruals not sperifically mentioned need 
be considered. 

The committee has called for payment of the capital stork subscription 
and has decided to have the goods in process converted ini o finished goods 
expected to realize 110 per rent of cost. CV^mpletion of goods in process 
can be done so quickly that no further expenses than those mentioned 
above will be entailed. 

Problem 1B4 

(American Institute of Accountants, May, 1942) 

The Sandford Manufacturing Company cannot meet its obligations 
and a receiver is appointed on April 28, 1941. The books are closed on 
that date and the following trial balance drawn off; 


Debits 


Canh 

$ SOD 


1, too 

Finish plI roolIs 

100,000 

Materials and supplips 

15,000 

Gornls on fonsigninpnt (out) 

220,000 

EinployfM'fi’ l)onds 

4,700 

Uni'xpircd insuranrt* 

800 

Mai'liini'ry and eqini)ini‘nt 

. 507,300 

$850,000 

(^nnlits 


Accounts payable 

. $110,000 

Bank overdraft 

1,000 

Bank loans 

105,000 

Smith and Co 

250,000 

Acceptances 

23,000 

Ckdhiteral notes payable 

4,700 

Tjcast' ^machinery 

30,000 

Accrued interest on lejisi^ 

2,000 

City taxes accrued 

1,000 

Mf)it(»;aKe on inachineiv 

100,000 

Accrued interest on inortgaKe 

3,000 

Reserve for depreeiation 

7,300 

Capital stock preferred. 

100,000 

" “ —common 

100,000 

Surplus 

10,000 

$85d7000 


On November 20, 1941, the receiver, having disposed of all assets 
except ®400 accounts receivable which he considers doubtful, calls upon 
you to prepare an interim statement for the information of shareholders 
and creditors. An examination of the company’s and the receiver’s books 
and records discloses the following; 
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1. Cash receipts 


C>)llention of accounts rccBivablc. ^ 1 OOO 

Rebate upon cane ell ati on of all insurance. 100 

Proceeds from surrender of insurance policy on life of manager. 1,000 

Sales of finished goods during receivership. 75,000 

Rent of sublet portion of building. 1,000 

Unclaimed wages. 500 

Interest on bank account. 200 

Sale of all goods and supplies on hand after operations were disi ontinued . . 25,000 

Sale of all machinery and equipment owned. 200,000 

$^,800 

2. Cash disbursements 

City taxes. % 4,000 

Interest on city taxes. 400 

Mortgage. 100,000 

Interest on mortgage. 5,000 

Labor, materials and other oj)i‘rating and geiu'ral expenses ihiring receiver¬ 
ship. 61,000 

$170^400 


3. Of the stocks on hand at April 28th, finished goods costing $00,000 
were sold during the receivership and $0,()()() materials and supplies 
were used. 

4. The accounts payable are umlerstated by $10,000 and include an item 
of $5,000 in dispute. 

5. The merchandise on consignment was pledged as collateral to the 
advances by Smith & C'n. and was accepted by them in part payment 
of these advances at full book value. 

0. The collateral notes payable vcie for accommodation of employees 
and wei'c secured by deposit of bonds. The notes were paid by the 
employees and the bonds returned to them. 

7. The lease covered machinery worth $30,000 used by the company 
under a lease agreement. It was returned by the receiver and was 
accepted in full satisfaction of this agreement and all inteiest acerued. 

8. Claims were filed for all liabilities except an item of $7,000 accounts 
payable. 

9. Receiver’s fees need not be considered. 

Prepare: 

(a) A columnar work sheet summarizing the foregoing data in rational 
manner and form; and 

(b) A concise statement showing the realization of assets, liquidation of 
liabilities, and operations during the receivership; also unsecured 
creditors’ claims and available assets on November 20, 1941. 



















346 


C.P.A. PROBLEMS AND QUESTIONS 


Problem 186 

(American Institute of Accountants, November, 1944) 

The Tyler Trading Company 

Prepare statement of realization and liquidation summarizing receiver’s 
transactions by setting forth his accountability at beginning of receiver¬ 
ship, the operations during receivership, and the condition at the con¬ 
summation of receivership. 

Prepare summary statement of assets and liabilities conveyed to com¬ 
pany management at termination of receivership period (February 1, 
1943, to January 31, 1944). 

The Tyler Trading Company is on the verge of insolvency. Accord¬ 
ingly, a receiver in equity, J. Thompson, is appointed by the court, to 
take legal possession of the company’s assets as at February 1, 1943. A 
new set of books is ()pened hy the receiver to reflect properly the trans¬ 
actions during the perifxl of receivership. A proper segregation is to be 
made between transactions originating prior to and during the receiver¬ 
ship. At January 31, 1944, the business was turned back to the 
company. 

A post-closing trial balance of Ihe company on February 1, 1943, is as 
follows; 


The Tyleh Trading Company 
F(‘l)niary 1, 1!M3 


Cash. . % 48,000 

Notes roreivalile . . 1)0,000 

Notes reeeivalJe diseounteil. 15 10,000 

Aeenied interest on notes rercivable. . . 3,000 

Aeeonnts reeeival)le. 138,000 

Reserve for bad debts. 7,500 

Inventory. 174,200 

Subseribers to eaj)ital stock. . . 20,500 

IJ.S. government bonds. 25,000 

Buildings. 121,400 

Reserve for depreciation—buildings. 56,540 

Prepaid insiLranee. 1,400 

Deficit . 47,040 

Notes payable. 127,500 

Accrued interest on notes payable.... ... 9,800 

Accounts payable. .... ... 296,000 

Mortgage payable on buildings. 60,000 

Accrued interest on mortgage payable. 1,200 

Common stock. 100,000 


$668,540 $668,540 
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The transactions during the year of receivership are summarized below: 
Cash collections: 

Notes rereivable—old (gross $79,000, less written off $8,090) $ 70,910 

Interest on notes receivable, ineluding aeerual of S3,000 4 400 

Aceountb receivable—old (gross $110,000, less discount $2,000 and unrollert- 

ible accounts written off $3,500) 104 500 

Subscribers to capital stock ($1,000 uncollectible) 19,500 

Securities considered woithless February 1, 1943 and not ini hided in post- 

clohing trial balance 4,700 

Receivers’ certificates issued, interest at 4^2 % 120,000 

Accounts receivable—new (gross $225,000, less discounts $10,600) 214,400 

Interest on U S government bonds 500 

Total cash collections $538,910 

Cash payments 

Notes receivable discounted, not paid by makers (remaining $7 500 as at 

February 1, 1943, paid by makers at inaturitv) $ 2,500 

Notes payable—old 05,200 

Accounts payable —old (retired at a discouiil of 10 %) 45,000 

Accounts payable—old (retired at face amount) 210,000 

Accounts payable—new (gioss $124,000, less discount $2,000) 122,000 

Interest on notes payable, including accrual of $9,800 11,000 

Interest on mortgage payable, induding actiual of $1,200 2,600 

Receivers’ certificates 40,000 

Interest on receiver’s certificates 5,810 

Receivers’fees 8,000 

Total cash payments $512,110 

Other transai tions' 

Sales of meicliandise (befon flisimmls) $260,000 

Purchases of merchandise (liefori ilisiouids) 110,000 

Selling expenses 33,000 

Oeneral expenses 13,000 

Adjustments at Januaiy 31, 1941 

Men hail disL inveiitniy 120,000 

Depredation of buildings 3,600 

Accrued taxes 3,700 

Accrued interest on notes reeeivable . 300 

Provision for doubtful aecouiits—new acenuiits re['eiVcibh‘ 800 

Insurance expired . 300 

Interest on old notes payable . 2,800 

Interest on old mortgage payable .. . 1,200 


Problem 1B6 

(American Inbtitute of Accountants^ May, 1947) 

The stockholders of the Farm Equipment Co , vendors of horsedrawn 
machinery, resolved at their meeting of June 13, 1940, to liquidate as of 
August 31, 1940. The May 31, 1946, hnancial statement on which the 
stockholders predicated their decision to liquidate follows: 
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Balance Sheet 
As at May 31, 1946 


Asseia 

Cash. * 36,750 

Accounts receivable. 33,500 

Inventory of merchandise. 120,250 

Total current assets. *190,500 

Furniture, fixtures, trucks, etc., less reserve. 20,500 

Land and building, less reserve. 30,000 

*241 ,^ 

Liahiliti r.s 

Accounts payable, including taxes.. $ 15,000 

Interest accrued on mortgage. 250 

Accrued payroll. 450 

Total current liabilities. * 16,300 

6% Mortgage due January 1, 1948. 10,000 

Capital stock, 4200 shares, par value $50. 210,000 

Surplus^—balance at Jan. 1, 1946. $24,050 

Less loss for 5 inos. to May 31, 1946. 19,350 

Balance. 4,700 

^TTTooi) 


According to the stockholders^ resolution of June 13th, the liquidation 
is to be effected by the directors (who, being principal stockholders, serve 
without compensation) as follows: 

''The $15,000 cash bid of a local real estate operator for the equity in 
the land and building is to be accepted immediately, the purchaser to 
assume the outstanding mortgage of $10,000 and to pay all expenses of 
title search, closing, etc. Title is to pass as of June 30, 1946, and Farm 
Equipment Co. is to pay mortgage interest accrued to that date. Insur¬ 
ance and taxes prepaid prior to June 30, 1946, are to be absorbed by 
vendor. 

“All merchandise on hand is to be offered for sale at 80% of regular 
sales prices; such special sale to be conducted from June 17th to June 26th 
(both dates inclusive). These sales are to be on a strictly cash basis and 
to be final—no returns permitted. 

“An auction is to be conducted on June 29th on the company's prem¬ 
ises and is to include all merchandise not disposed of during the previous 
10-day sale. All furniture, fixtures, and trucks and other equipment are 
also to be auctioned at this time. All sales made at such auction are to 
be strictly cash and final. 

“Any merchandise still remaining unsold after the auction is to be 
advertised daily in newspapers of neighboring communities and disposed 
of at best prices obtainable. 
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“All employees, except the manager-bookkeeper,* are to be given 
immediate notice of their release, at the close of business on June 30th, 
and to be paid up to July 31st. The managEr-bookkeeper is to be given 
immediate notice of his release effective August 31, 1940, on which date 
he will be paid his salary for the four months ending December 31st. 

“A liquidating dividend (final) is to be paid on September 2, 1946, as 
of August 31, 1946, to all stockholders of record as at August 31, 1946.“ 

Sales of merchandise to regular customers on credit for the period from 
June 1st to 16th inclusive amounted to #9,500 and wore merged with the 
liquidation sales. All merchandise unsfdd after the auction was finally 
disposed of in August. 

Depreciation subsequent to May 31, 1946, may be ignored. 

Following is a summary of the cash transactions for the three months 
ended August 31, 1946; 


JUNK 


JULY 


AUGUST 


('‘ash Thansactions 


Dr. Or. 

Cash sains—regular. r),8r)0 

Amounts rrmivabln nnllnniions . 23,r>(K) 

(‘ash sah's (special 20% discounl). 47,350 

C‘ash rnmivnil from aurlion sains — 

Mnrfhanrlisn. 31,500 

Kuriiiturn, fixturns, and trunks. 8,250 

Auntioiimr’s commission and expenses. $ 2,850 

Interest on mortgage paid to May 31. 300 

Proceeds from sale of land and building. 15,000 

Officers and office salaries (ineluding separation pay¬ 
ments and $450 aecrued payroll). 5,550 

Accounts payable. 15,600 

Accounts receivable eollections. 1,250 

Post-auction sales— 

Merchandise. 3,500 

Furniture, fixtures, and trucks. 2,300 

Salary of maiiagF'r-bonkkeeper for Jul}". 400 

Accounts receivable collections (tiiial). 3,700 

(kjllectioii agency fees. 375 

Salary of manager-bookkeeper (iindiiding si'paration 

payment). 2,000 

Legal fees and expenses re lifpiidation. 675 

$142,200 $27,750 


You are required on the basis of the foregoing to prepare: 

1. Necessary adjusting entries. 

2. A columnar worksheet showing the postings of cash transactions, the 
adjustments, and the cash available for linal distribution. 

3. A statement of loss on realization and expenses of liquidation. 






















350 


C.P.A. PROBLEMS AND QUESTIONS 


4. A statement showing the amount of cash to be distributed as a liquidat' 
ing dividend to each of the following stockholders: 


A. 1,600 shares 

fi. .... 1 ,200 “ 

V. 000 

D.. 360 “ 

E. 140 “ 

Tutal. 4,200 shares 


Problem 1B7 

(Ohio, October, 1942) 

John Doe, receiver of the V. Jk Corporal ion, asks the court for his 
discharge as receiver as of November 30, 1941, upon a showing that 
a majority of the creditors prior to the receivership have agreed to the 
deferment of their claims and that all open at;count credittn’s of the 
receiver are willing to waive their priorities and assume a normal status 
as creditors of the corporation, that the liolders of the mortgage and notes 
will agree to deferment of interest payments until July 1, 1942, and that 
no taxes accrued under the receivership (except Federal income tax for 
1940) are due in 1941. 

The court ortlered that the receiver set aside in a special fund the cash 
to pay the following liabilities incurred prior to the receivership: 


Affounts payable. ,1f()0,000 

Arcriunl inaurancr*. 3,200 

Ai'cnunl rouiity tax. r),400 

Ari*i’ii(‘fl payroll tiixps. 6,900 

A [■(•rul'd ramini.ssioii.s. 2,000 


The court further ordered that all consents and waivers in connection 
with other liabilities, as set forth above, be evidenced by documents filed 
by the l ecei ver prior t o his discharge. The court also requires tlu' receiver 
to submil an audited balance sheet as of November 30, including therein 
a ri'vised estimate of the Federal income and excess profits taxes accrued 
for th(‘ 1 1 months. These orders liave been complied with and the busi¬ 
ness returned to the corporation as of November 30. 

You aie required to prepare: 

Balance sheet as of November 30, 1941, after giving etferd to the eourFs 
instructions. 

Balance sheet as of December 31, 1941, with relative stalement of 
op)erations for the year 1941. 

Income and excess-profits tax computations as of November 30 and 
December 31, 1941. 
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Federal capital stock taxes and declared-value excess-profits taxes are 
to be disregarded. 

Following is a summary of the transactions during the month of Decem¬ 
ber and of the results of operations for the 11 months ended November 30: 


Month of 11 months 
Dci’i'nibor, to Novnmber 


Net sales. 

Cost of sales. 

Ineroase in inventories. 

Purchase of materials. 

Labor. 

Manufacturing expense.. 

Depreciation. 

Selling expense (inclusive of commissions). 

Administrative expense. 

Collections from aci-omits rnceivalile. 

Dislnirserncnts to trade creditors. 

Other deductions (including interest and provision for 
doubtful accounts), less other income. 


1941 

30, 1941 

$200,000 

$2,380,000 

7 

1,620,000 

18,000 


85,000 


00,000 


28,000 


2,200 


0,000 

65,000 

20,000 

180,000 

320,000 


185,000 


2,000 

15,000 


Problem IBB 

(American Institute of Accountants, May, 1945) 

From the information following, prepare as of September 30, 1944 (a) 
summary statement of executors as to princijial, showing assets remaining 
in the estate and (b) summary statement of executors as to income of the 
estate of Ben Fast, deceased. 

Ben Fast died July 7, 1943. His will appointed two executors to 
administer his estate and provide for the payment of funeral and other 
necessary expenses and of general bequests, namely $10,000 to C^emetery 
on The Mount; $15,000 to BMW, a sister; and to each executor, $5,000 
in lieu of fees. 

The testator at date of death was possessed of the following: cash 
$52,000; accounts receivable $18,000; non-interest bearing notes receiv¬ 
able $10,000; first mortgage bonds 6%, interest J1 and Jl, principal 
amount $8,000 and appraised value $0,500; II.S. Savings Bonds, 3% 
interest J15 and J15, par value $100,000, appraised value, $101,500; 
5,000 shares of Shell Mining Co., no par value, cost $50,000, appraised as 
valueless; 1,000 shares of Atlas Amusement Corp., par value $100, 
appraised at $102 per share; semi-precious stones $5,280; clothing, $1,375; 
furniture $7,500. 

A summary of cash transactions from July 7, 1943 to September 30, 
1944 is presented as follows; 
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Cash receipts: 

Accounts receivablR collected (rpinaindor iinrollprtiblp). S15,000 

Proceeds—sale of S70,000 U.S. Savings bonds on January 15, 1944 at $102 

without interest. 71,400 

Dividends: 

$2.50 per share of Atlas Amusement C'nrp. declared payable to stock¬ 
holders of record on July 5, 1943 and paid July 25, 1943. 2,500 

$2.50 per share of Atlas Amusement Corp. declared payable to stoek- 

holders of record January 5, 1944 and paid January 25, 1944. 2,500 

Proceeds—5,0Q0 shares of Shell Mining Co. at lOjf per share. 500 

Refund of 1943 overpayment of U.S. income tax (declaration tax paid 

$5,725, actual tax payable $5,350). 375 

Proceeds—sale of furniture. 5,150 

Other transactions— short-term notes ej)llectpd at maturity; interest on all 
investments collected. 

Cash dLsliursements: 

Funeral expenses, etc. 1,750 

Administration expenses (C'ori)us $5,250; Income $1,250). 6,500 

Ia*gal and acct)unting services incident to probating will. 3,750 

Debts of testator. 11,450 

U.S. Treasury Dept.—tax defnaeney, 1940 and interest thereon, $72. 522 

Playa Co. 4^'2% bonds— $20,000 acrjuinul on August 15, 1943, at $101 and 

accrued interest (interest dales March 15 and SeptemlxT 15). 20,575 


Short-term notes —$5,0(K)- 6‘X short-t[*rin indes ])urchased on January 16, 
1944 at lOOK, interest January 15 and July 15, maturing in six months 
from dat(“ of purchase. 

Other transactions—general berpiests paid in full, PMW taking .semi¬ 
precious stfini's at aj)praised value to apply against bequest of $15,000. 
Other transactions —clothing given to charity. 


Problem 189 

(Ohio, (October, 1013) 

Tho following information was takoii from the irrevf)C‘able trust agree¬ 
ment of John Smith: 

Date of agreement—January 1, 1931. 

Donor and trustee—John Smith. 

Beneficiary—Charles Smith, eldest son of John Smith. 

The trust is to run until 1945, when the beneficiary becomes thirty 
years old. At that time, the tru.st is to terminate and the beneficiary is 
to receive the trust principal outright. Should the beneficiary die before 
attaining the age of thirty, the trust i.s to terminate and a new trust is to 
be created to which the remaining principal is to ])e transferred and under 
which a younger brother, William Smith, is to ])ecome the beneficiary 
under similar terms. 
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All the net income of the trust is to go to Charles Smith during his 
lifetime, and it may be withdrawn by him at any time. 

As per terms of the trust agreement, John Smith is named as trustee 
during his lifetime for both the trust created for the benefit of Charles 
Smith and the contingent trust for William Smith. The trustee is to 
receive an annual fee of $1,000 in lieu of commissions. 

Investments made for the trust arc subject to the approval of the 
trustee only and not to be found by any legal rulings pertaining to trust 
investments. 

January 1, 1931, the donor gave to the trust the sum of $100,000, 
which was invested by the trustee. 

Charles Smith died on December 31, 1940, and his will provided that 
his net estate, consisting of the undistributed trust income due him from 
the John Smith Trust, be placed in trust for another brother, Walter 
Smith. The latter was to receive the income thei efrom and to have the 
power of appointment as t o the principal. John Smith was mimed trustee 
for life and was to receive $1,000 annually in lieu of commissions. 

Trial balance of the 1931 trustee at December 31, 1940, was as follows: 


Debits Crcalit.s 

Cash—principal. $ 7,250 

Cash—income. 9,550 

Stoi*ks—2,000 shares, par vahio, $100 each—at cost, investment 

of unrlislrihuted income funds. 150,000 

3,000, 5%, $100 par B &; 0 bonds at cost—investment of ])rini“ii):il 275,000 
Stock buyers syndicate—investment of undistribub'd income 

funds. 12,500 

Accrui'd interest on bonds. 950 

riiymeiiis to beneficiary from income duriiiR 1940. ... 2,500 

Expenses applicable to income for year 1940. 1 ,850 

Expenses applicaVile to principal paid duriiiK 1910.. 1,000 

Trustees fees paid in 1940.. 1 ,000 

Principal of trust—balance January 1, 1940. $275,000 

Undistributed income—balance January 1, 1940. 138,500 

Interest on bonds. 12,800 

Dividends. 14,000 

Profit on sale of principal investment bonds. 9,200 

Profit on stocks sold. 9,600 

Due trustee for fees. 2,500 

Totals. $4iiE6(W $461,600 

Analysis of principal—January 1, 1940; 

Gift from donor, January 1, 1931. $100,000 

Increase in principal through sale of investments. 190,000 

Less payment of expenses applicable to principal. $ 15,000 

Balance, January 1, 1940. . . $275,000 
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Analysis of undistributed income, January 1, 1940: 

Interest received. 

Dividends received. 

Profits on stocks sold. 

Expenses charged to income. 

Fees paid to trustee (9 years). 

Payments to beneficiary. 


Balance, January 1, 1940 


Debits Credits Balance 
S 80,000 
89,000 
30,000 

S16,500 

9,000 

35 ,^_ 

$60,^ $"199,000 

$138,500 


The following transactions took place during the three years ended 
December 31, 1943: 

The Stock Buyers Syndicate was liquidated by receiving: 

1 . 500 shares of no par value stt)ck of the Clem City Boiler Company 
valued as of December 31, 1941, at S20 a share. 

2. 125 Dayton Power and Light Company, |100-par 5 per cent bonds, 
the market value of which at December 31, 1941, was $80. 

3. $6,250.00 in cash. 

In 1942, the trustee sold $150,000 par value of the 5 per cent B & 0 
bonds at a net profit of $25,000 and invested the money in U.S. Govern¬ 
ment 3 per cent bonds at 100 net. 

During 1942, the trustee invested $10,000 of undistributed income 
funds of the Walter Smith Trust in Mead Paper Company at $10 per 
share; expense in connection with the purchase was $50. 

January 25, 1943, the trustee sold $12,500 par-value bonds of Dayton 
Power & Taght Company for $12,500 net and invested the proceeds in 
Columbus Power & Light Company 5 per cent bonds at 100 net. 

The undernoted collections were made: 


IntorRst nil li A 0 bnnds. $26,321.25 

Interest on Dayton Power A Light Company bonds. 625.00 

Interest on U.S. government bonds. 10,053.75 

Interest on Columbus Power & Light bonds. 500.00 

Dividends on atoeks. 40,000.00 

The following payments were made: 

To William Smith as beneficiary. $ 6,000.00 

To Walter Smith as beiipfieiary. . 10,000.00 

Expenses applicable to income of the principal trust. 4,000.00 

Expenses applicable to income of the undistributed income trust. 3,500.00 

F'ees to trustee—William Smith Trust. 3,000.00 


No legal accounting was filed by the trustee during the whole of the 
period of the trusts. 

You are to prepare statements from which the trustee may file this 
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legal accounting, showing the condition of each of the three trusts, a 
detailed list of the investments in each, and the balance due the trustee 
as of December 31, 1943. Disregard all taxes. 

Problem 190 

(American Institute of Accountants, May, 1940) 

James Roe died on December 31, 1938, and left an estate that was tn 
be divided equally among his four children, all legally of age; 

Mary Roe Powell 
Albert Roe 
Edward Roe 
Ethel Roe 

All funeral expenses, doctor’s bills, and other liabilities, including all 
death duties and estate taxes, were to be paid by the C-ohasset Trust 
Company from a fund that had been provided by the deceased during his 
life time and was on deposit with the trust company. Any balance 
remaining in this fund, after all payments had been made, was to be 
retained by the trust company in payment for their services. The trust 
company agreed to accept that balance in full settlement. 

Two trusts will ultimately be set up—one for Mary and the other for 
Ethel. The eldest son, Albert, was appointed sole executor and trustee 
of the estate and of the trusts to be created. The principal of each 
trust was to remain intact during the beneficiary’s life time, but each 
beneficiary had the right of appointment (by this right each daughter 
could direct to whom the principal of her trust should be paid at her 
death). The two sons, Albert and Edward, were each to receive their 
one-quarter share without any restrictions. The net income from the 


estate was to be distributed semiannually. 

The inventory of the estate consisted of: 

Cash in bank. S 100,000 

S400,000, 3% % munipApal bonis at rnarkrt valiip. 400,000 

20,000 shares no-par value stork of Roe ManufaetuririK Company, 

appraised at. 5,400,000 

1,000 shares Cnhassct Trust Company stoek of i$100 par, market valiic 

S300 per share. 300,000 

Water front property at Cohasset Bay, appraised at. 800,000 


$7,000,000 

The heirs decided to leave the estate undivided for the present under 
the trusteeship of Albert Roe who, with his brother Edward and his 
brother-in-law John Powell, continued the management of the Roe 
Manufacturing Company. 
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The coupons of the municipal bonds were payable on June 30th and 
December 31st. The Hoe Manufacturing Company continued to pay 
each month a dividend of 50 cents per share and the Cohasset Trust 
Company paid a dividend of J12.50 per share both on June 1st and 
December 1st. No income was received from the Cohasset Bay property. 

On July 1st, 1939, Ethel Roe was killed in an automobile accident. 
By the terms of her will, appointing Albert Roe executor, she left $500,000 
in specific bequests, the balance of her estate to be equally divided among 
her brothers and sister. The estate of Ethel Roe consisted solely of her 
interest in the estate of her father, with the exception of cash in bank 
which was just enough to pay burial costs, death duties, and all other 
liabilities. 

The executor of the estate of James Roe, with the consent of the court 
and of the other heirs, decided to advance to the estate of Ethel Roe the 
$500,000 required to pay the specific bequests and to charge the amount 
against her share in the estate of James Roe. It was likewise decided 
to grant the requests of Albert Roe for an advance of $200,000 and of 
Edward Roe for an advance of $100,000 against their shares in the latter 
estate. Both agreed to interest charges on these advances from July 1, 
1939, at a reasonable rate that would also be fair to the Mary Roe Powell 
trust, but no interest would be charged on the $500,000 advanced to the 
estate of Ethel Roe. 

In order to provide the necessary cash funds on July 1, 1939, the 
$400,000 municipal bonds and the 1,000 shares Cohasset Trust Company 
stock were sold respectively for $420,000 and $320,000 net after brokers 
commissions, taxes, and other selling expenses, and on that date the 
above advances were made. 

No change in the executorship and trusteeship of Albert Roe was to 
take place on account of Ethel Roc's death but, with the consent of the 
court and of the heirs, her remaining interest in her father’s estate was 
to be divided as of the date of her death in accordance with the terms of 
her will. 

The trustee paid the following expenses in 1939: 

Incidental expense for thi‘ year applicable, in equal amounts to the six months 

before and after the death of lOthel Koe. $ 1,290 

Taxes on renl estate, payable in June and December. 18,000 

Trustee’s commissions at the legal rates for “receiving and paying out” 
as follows: 

5% on the first. $ 2,000 

2^-^ % on the next. 20,000 

D 2 % cc the next. 28,000 

2% Dll the balance 







FIDUCIARIES 


357 


(One half of these rates is for receiving and one half for paying.) 

The same rates apply to principal and to income cash. 

(a) Prepare a columnar work sheet to which the transactions in the six 
months before and after division of the Ethel Koe estate are posted 
so as to produce the balance-sheets of the estate of James Roe imme¬ 
diately after the division of the estate of Ethel Roe on July I, 1939, 
and on December 31, 1939. 

(b) Prepare the trustee^s intermediary accounting as at December 31, 
1939, in the form of a charge and discharge” statement, showing the 
payments to each beneficiary. 

(c) Show the calculation of the rate of interest charged to Albert and 
Edward Roe and give the reason why the use of that rate should be 
considered fair to the Mary Roe Powell trust. Also mention at least 
two other ways of dealing reasonably with the interest. 

Problem 191 

(American Institute of Accountants, November, 1943) 

Prepare statements of principal and income for the executor, covering 
the period from January 15 to January 31, 19J3. 

Alex Dunn, Jr., died on January 15, 1913; his records disclose the fol¬ 
lowing estate: 


C^.ash in bank. $ 3 , 

6% note receivable, ineluding $50 aeerued intrresi. 5,050 

Stocks. 50,000 

Dividends declared on storks. 600 

6% mortgage reepividde, iiicliidiiig $100 arrrued iiderest. 20,100 

Real estate—apartment house. 35,000 

Household effects. 8,250 

Dividend receivable from Alex Dunn, Sr., trust fund. 250,000 

Total. $372,750 


On July 1, 1925, the late Alex Dunn, Sr., created a trust fund, with his 
son, Alex Dunn, Jr., as life tenant, and his grandson as remainderman. 
The assets in the fund consist solely of the outstanding capital stock ol 
Dunn, Inc., namely, 2,000 shares of $100 each. At tlic creation ol the 
trust, Dunn, Inc., book—as well as the market—value of the shares was 
$400,000 and at December 31, 1942, was $500,000. On January 2, 1943, 
Dunn, Inc., declared a 125% cash dividend payable February 2, 1943, 
to shareholders of record January 12, 1943. 

The executor’s transactions from January 15 to 31, 1943, were as 
follows: 
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Cash receipts 

Jan. 20 Dividenda. $ 1,500.00 

25 6% notes TRceivable. 5,000.00 

Interest accrued on note.. 58.33 

Stocks sold, inventoried at $22,500. 20,000.00 

6% mortgage sold. 20,100.00 

Interest accrued on mortgage. 133.33 

28 Sale of assets not inventoried. 250.00 

29 Real estate sold. 30,000.00 

$77,041766 

Caah disburRcrnents 

Jan. 20 Funeral expenses. $ 750.00 

23 Decedent’s debts. 8,000.00 

25 “ bequests. 10,000.00 

31 Advances to widow. 500.00 

$19,250.00 


Problem 192 

(American Institute of Accountants, November, 1940) 

The will of E. M. Dodd, who died on December 31, 1933, provided 
cash bequests of $40,000 to Mrs. Dodd and $15,000 each to two children, 
the residuary estate to be divided equally anionj; the tliree beneficiaries. 
Mrs. Dodd was appointed executrix and trustee without fees or other 
emoluments. 

By court order Mrs. Dodd was to receive a family allowance of $4,000 
a month, commencing January 1, 1934, payable from income or from 
any cash principal available if the income shoidtl be inadecpiate. The 
estate never had enough cash available to pay up the full allowance nor 
could any part of the cash bequests be paid. Accordingly a considerable 
liability to Mrs. Dodd had accumulated toward the end of 1939 for the 
unpaid portion of the family allowance, as shown by the following trial 
balance of the estate ledger at December 31st of that year: 


l^r. Cr. 


Cash. 

. $ 200 

. 20 000 


Building A . 

Heaerve for depreeiiilien ... 

. 200,000 

$ 36,000 

Building B . . . 

Reserve lor depreriafion . ... 

. 160,000 

38,400 

Mortgage—building B . . 


32,000 

Revolving fund—building A . 

Revolving fund—building B . 

Mrs. E. M. Dodd—family allowanei'. 

. 1,S00 

. 2,400 

288,000 

Mrs. E. M. Dodd—paid on account. 

Estate corpus. 

. 178,000 

168,000 


1562,400 $562,400 
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The balanre in the estate corpus account was made up as follows: 


Appraisal of assets. $365,000 

Deduct—Funeral expenses, etc. 15,000 

$350,000 

Add—In come 

Dividends received. 6,000 

Rentals, after deducting expenses and mortgage interest to date. 100,000 

$456,000 

Deduct—Family allowance. ... 288,000 

Balance. $168,000 


For want of cash the beneficiaries decided to settle all liabilities by 
transfer of property and they requested their attorney lo petition the 
court for approval of the following agreement to take effect as of Decem¬ 
ber 31, 1939: 

The building B and its revolving fund are to be conveyed to Mrs. Dodd 
subject to the mortgage. In turn she agrees to waive all her claims 
against the estate for expenditures not refunded to her, including one of 
15,000 for estate income taxes paid by her and not collected from the 
estate, and in addition to pay attorney’s fees of $0,000 for the estate. 
Furthermore, all beneficiaries agree to have the family allowance dis¬ 
continued after December 31, 1939, and also to Avaive their claims to the 
cash bequests. 

The court gave its approval to the agreement and ordered an intermedi¬ 
ary accounting by the trustee as of December 31, 1939. 

Prepare: 

(a) Adjustments to the trial balance. 

(b) Columnar work sheet showing the trial l)alanf*e before and after 
adjustment. 

(c) Statement of Mrs. Dodd’s account. 

(d) Statement of estate corpus. 

(e) Trustee’s intermediary accounting in the form of a charge and dis¬ 
charge statement. 


Problem 193 

(American Institute of Accountants, November, 1942) 

Samuel Gifford died on July 18, 1941. The executor, having paid all 
debts, bequests, and expenses, and expecting no more transactions after 
June 30, 1942, desired to ask the court for his discharge and for an order 
to turn the remaining assets of the estate over to the trustee named in the 
will. 
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An inventory had been filed with the court on August 15, 1941, con¬ 
sisting of the following items: 


Cash in First National Bank. I 4,533.12 

Cash in clost^d bank. 2,050.50 

Real estfiti‘, valutMl hy rourt appraiser at. 38,750.00 

Home fiirnishinj.rH. 6,824.00 

Stocks, at market 

AB Ckmipany preferred. 22,865.00 

AB Company common. ... 3,738.20 

Parkhvirst Transit C'o. cDniinon, at nominal value. 100.00 

U.S. Savings Bonds, dated April 1, 1941, due April 1, 1951, in the amount 

of $50,000. 37,500.00 

Accrued interest at 2.9%. 326.25 


$116,687.07 

In the latter part of September, 1941, discovery was made of another 
checking account in the Second National Bank, with a balance of |2,500, 
and of $125.50 cash in the office safe. Insurance was collected in the 
amount of $58,000; also a dividend of $1,250 on the AB Company pre¬ 
ferred which had been declared on June 1, 1941. 

On June 15, 1942, the executor sold one half of the AB Company pre¬ 
ferred stock for $13,500 and the Parkhurst Transit Company common for 
$200. Other receipts during the executor's administration consisted of 
rents, $4,526; dividends, including those declared before the testator’s 
death, $4,025; collection on deposit in closed bank, $465. All receipts 
were deposited by the executor in the First National Bank. 

Property taxes, accruerl at date of death, were $1,575.20; and house¬ 
hold debts on that date amounted to $2,111. The executor paid $20,000 
bequests and $1,000 executor’s fee as specified in the will; also $18,202.50 
estate tax, $3,336.95 property taxes including those accrued at date of 
death, $750 funeral expenses, $88.50 court costs, as well as the household 
debts. The widow received allowances to the aggregate sum of $4,800 
as directed by the court. 

The accrued interest on U.S. Savings Bonds, $326.25, and the annual 
rate of 2.9^^ assumed to be correct. 

From the foregoing information prepare: 

(a) The executor’s charge and discharge statement at June 30, 1942, 
accompanied by— 

(b) Inventory of principal. 

(c) Statement of principal and income cash. 
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Problem 194 

(American Institute of Accountants, November, 1942) 

From the April .30, ]940, trial balant'c of the fund of the City 

of X and the transactions of the succeeding year staled below, prepare: 

(a) Balance-sheet of April 30, 1941. 

(b) Statement of revenues, expenditures, anil surj)his for the year ended 
on that date. 

(c) Work sheet. 

TiiiAL Bai.anck, Arnii. 30, 1940 


Dobits CrfidilH 

Cash on hand. $ JIIO 

Cash in banks. r)1,f)70 

Petty rash. 100 

Taxes reeeivable—193K levy. 22,420 

Reserve for taxes nut collected —1938 levy. I 22,420 

Taxes reeeivable -1939 levy. 200,000 

Reserve for taxes nut collected--1939 l(‘vv. 200,000 

Taxes receivable-—1939 levy, j)ledged on aidicipalimi in)1('s. . . . 5,000 

Stores inventory. 3,700 

Due from water fund. 8,000 

Accounts payable. 9,240 

Tax-anticipation notes payable. 5,000 

Reserve for encumbrances. ... . 14,140 

Sjiecial reserve for contiiiKeiieii-s . 2,000 

Unappropriated surplus. . 42,0 00 

$354,800 $354,800 


(1) The estimated revenues fnr ilie year endeil April 30, 1941, amounted 
to $405,000. 

(2) The city’s sliare of general property taxes from the 1940 tax levy 
amounted to $285,000. The aeeounting for tax revenues is on a cash 
basis, but a control account for each tax levy is set up. 

(3) The operating budget was approved in the sum of .$408,000. 

(4) Revenues were collected in the sum of $392,450, as follows: 
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1938 iBvy. $ 22,420 

1939 “ 233,580 

1939 “ (pJedRod). 5,000 

Miscellaneous revenue. 131,450 

1392,450 


(5) Tax-anticipation notes against the 1940 levy were issued and cash 
was received in the amount of $20,000. Receipts from tax anticipation 
notes are entered as revenues, and an equivalent amount of taxes receiv¬ 
able is set up as an asset against the liability created by the notes. 

(6) Purchase orders were issued for commodities in the sum of $138,610. 

(7) Invoices received, approved and vouchered amounted to $139,033, 
which included $5,310 purchases for store inventory. 

(8) Tax-anticipation notes against the 1939 levy for $5,000 and interest 
thereon amounting to $7 were paid. 

(9) Payrolls were vouchered and approved for payment in the amount 
of $246,500. 

(10) Supplies were issued on stores vouchers from the central stores 
in the amount of $6,760, which included $1,500 stores issued to the water 
fund. 

(11) Warrants were issued to cover interest $6,000 and principal of 
bonds $10,000. 

(12) Warrants were issued in payment of approved vouchers in the 
amount of $383,643. 

(13) The petty-cash fund was increased $100. 

(14) The general fund advanced $5,000 to the water fund. 

(15) Total cash ilepositcd in the banks amounted to $412,100. 

(16) An analysis of the appropriation ledger showed that purchase 
orders encumbered amounted to $387 more than the corresponding pur¬ 
chase orders liquidated. 

(17) The encumbrances as at April 30, 1941, amounted to $18,640. 

(18) The City Council authorized the setting up of a reserve for stores 
for $10,000. 

(19) The necessity for a special reserve for contingencies was ter¬ 
minated and this item closed to surplus. 

(20) Taxes collected in prior years were refunded in the amount of 

$ 1 , 000 . 

Problem 196 

(American Institute of Accountants, November, 1943) 

From the following data prepare a columnar work schedule, showing 
the financial transactions of the City of M in 1942 together with general- 
fund and bond-fund balance-sheets and statement of bonded debt at the 
close of that year; 
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1. Balance-sheet—January 1, 1942: 


A 


Cash 

1 2,000 

Taxes receivable—arrears 

15,000 
$ 17,000 

Liabilihps 

Reserve for uncollectible taxes— arrears 

5 10,000 

Accounts payable 

3,000 

Unappropriated surplus 

4,000 
S 17,000 

Statement of bonded debt —January 1, 

1942 


Deferred cbar(i,es to future taxation 

5285,000 

L^ah^llt^^'i 


4M% serial bonds payable 

$285,000 

Budget for the year 1942 

Estimated revenues 

Tax( fa receivable—1 942 levy 

5225,000 

Court fines 

10,000 

Licenses 

6,000 

Permits 

10,000 

Interest and penalties 

8,000 

#259,000 

Current appropriations 

General government 

5 68,000 

Police department 

61,000 

Fire dipaitmerit 

12,000 

Highway di partment 

44,000 

Sanitation di partment 

39,000 

Retirement of serial bonds 

15,000 

Interest on bonds 

17,000 

Interest on tax notes 

3,000 

$259,000 


3. The amount of taxes levied for the year 1942 is j(236;250, which 
includes ^ allowance for uncollectiVjle accounts. 

4. Receipts and disbursements in 1942: 


Receipts 

Current taxes 
Taxes in arrears 
Tax anticipation notes 
Other revenues 
Court fines 
Licenses. 

Permits 

Interest and penalties 


5223,000 

6,000 

90,000 


510,600 

6,100 

9,800 

8,400 34,900 


5353,900 
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Disbursements 

Sundry appropriations 

General government. 

Police department. 

Fire depart ment. 

Highway department. 

Sanitation department.... 
Retirement of .serial bonds 

Interest on Vjonds. 

Interest on tax notes. 

Tax anticipation notes. 

Accounts payable. 


$67,000 

59,250 

10,750 

42,000 

40,000 

15,000 

17,000 

2,700 

$253,700 

. 90,000 

. . 3^00 

$^ 6,700 


5. Bills unpaid at December 31, 1942, amounted to $2,000. 

6. The uncollected taxes originating prior to January 1, 1942, should be 
fully reserved for. 

7. Other transactions in 1942; 


(a) The construction of a new municipal cenicr was authorized at an 
estimated cost of 1100,000. 

(b) 4:}47o serial bonds in the principal amount of $100,000 were 
authorized and issued at par. 

(c) Contracts were lot for construction of the municipal center, 
aggregating 195,000. 

(d) $00,000 was paid on these contracts. 

(e) On December 31, 1942, $80,000 construction work was completed. 


Problem 196 

(American Institute of Accountants, May, 1945) 

From the following information, prepare balance-sheet working papers 
of each of the following funds of Morton City as of February 28, 1944: 

(1) Ceneral Fund, (2) Special Assessments Fund, (3) Bond Fund, and 
(4) General Fixed Assets (sometimes referred to as a group rather than 
a fund). 

Morton City has established the aboA^e funds in its accounting system 
and in addition a Sinking Fund and a Bonded Indebtedness Fund (or 
group). Detail for the latter tAVo funds is omitted in this problem and 
balance-sheet working papers of these funds are not required of the 
candidate. 

Morton City keeps its accounts on the accrual basis, except with 
respect to interest receivable and payable not yet due. It makes provi¬ 
sion in its tax roll for state road taxes, state school taxes, and county 
taxes which are collected by it as agent for the state and the county. 
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Ledger account balances as at February 28, 1944, are presented as 
follows: 


Balance 


General Fund 

Cash m deposit Dries j 125 000 

Petty cash 5^0 

Taxes receivable—current 21'i 000 

Taxes receivable—delinquent 20 000 

Taxes receivable for otlitr units—current Ig 000 

Interest and penalties rcceivabli on dLlinqueiit taxes 1,400 

Vout hers payable 130,000 

Notes payable 110,200 

Due to special assessnunts fund 8,400 

Due to other governnu ntal units—Slate 21 (>00 

Due to other governmental units—( ounty 5 400 

Unappropriated surplus 44,900 

Appropriations 921,800 

Expenditures 900,000 

Estimated rr venue s 950,000 

Actual rLVPniit s 953,000 

Reveiiupb not mtiiipated 8,200 

Taxes colUetid in advanu 14,800 

EmcrgenLy note 5,000 

Sp( cial Assessments Fund 

Gash in dt positorus $ 310,600 

fepeiiil assessments receivible 320,000 

Due from general fund—Municipality s shan of ississinrnt inij)?f)vi- 

mdit costs 8,400 

Spf i lal ass[ ssniLTit lu ns 20,GOO 

Improviments otlur than buildings romphted 75,000 

Improvements othir than buildings—in progress 28,000 

Vouchers p lyabli 15,000 

Notes payable 90,000 

C ontraets payable—uin oinpleti il rontracts 130,000 

Bonds payabh 350,000 

Beserve for authorizul i xpi lulilun s 183,000 


Unappropriatf d surjdiis (onstruition 
Unappropriated surplus—interest 

Bond Fund 


Cash in depositories I 120,000 

Arcounts rei eivable 15,000 

Buildings—completi d 120,000 

Buildings—unromphted 50,000 

Bonds authorize d —unissued 100,000 

Vouchers payable 25,000 

Contracts payable—uncompleted contracts 68,700 

Contracts payable—LOinpleterl ton traits 60,000 

Expen ditures 309,000 

Reserve for authorized expenditures 560,300 
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General Fixed Assets (Balanecs as at March 1, 1943) 


Land. $1,200,000 

Buildings. 3,400,000 

Improvements other than buildings. 640,000 

Machinery and equipment. 325,000 

Work in progress. 

Investment in property. 5,565,000 


Your audit discloses the following: 

1. Reserves far estimated losses against receivables after abatements in 
the general fund are to be provided for as follows; 


Taxes reneivable—current. 10% 

Taxes receivable—deliiifiuent, and interest and penalties thereon. 20% 

Taxes receivable for other units—current. 10% 


2. AV)atements of taxes not reflected are #4,900 for 1943, #710 for 1942, 
and #340 for 1911. Interest and penalties applicable to abated taxes 
were #80 for 1912 and #20 for 1941. 

3. The state and county taxes, amounting to #30,000 and #9,000, respec¬ 
tively, were credited to unappropriated surplus as part of the entry 
setting up the tax roll. The cairrent balances in the respective 
accounts—due to other governmental units—represent cash collected 
to date for these units. Such cash, wliich has not as yet been remitted 
to the units, has been credited to the account, Taxes receivable for 
other units—current. 

4. The taxes collected in advance of #14,800 were subject to a discount 
of #800, currently charged to expentlitures account. 

5. The emergency note was issued on February 1, 1944 to meet an 
emergency appropriation. Such note is to l^e retired through taxa¬ 
tion during the fiscal year beginning March 1, 1944. Unappropriated 
surplus was charged foj- the amount of the appropriation, which 
equaled the amount of the note. 

6. Unrecorded interest due on special assessments liens amounts to #540. 

7. No provision has been made for retained percentages of #5,000 on 
uncompleted special assessment contracts. 

8. The reserve for authorized expenditures account in the special assess¬ 
ments fund shows that on work completed to February 28, 1944, 
authorizations have exceeded expenditures by #1,400, an amount con¬ 
sidered too small to be rebated. 

9. Unrecorded commitments on unfilled orders for the general, special 
assessments, and iKjnd funds amounted to #30,000, #45,000, and 
#18,000, respectively. 
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Problem 197 

(American Institute of Accountants, May, 1944) 

City of Doeville 

From the following information concerning the general accuunts of 
the City of Doeville, prepare: 

1. A statement of revenues, expenditures, and surplus of the general 
accounts for the year 1943. 

2. A balance-sheet of the general fund as of December 31, 1943. 

3. A comparative statement of revenue iind budget est imates for the year. 

4. A statement of expenditures and encumbrances in crjinparison with 
the budget estimates. 

5. Closing entries. 

The trial balance of the general accounts of the City of DoeAuIle at the 
beginning of the new fiscal year, January J, 1943, was as fulluw^s: 


Cash. *37,152 

Taxps rofeivablp—prior yorirs. 3,729 

Miscellaneous accounts receivable. ] ,8()8 

Tax liens. 2,04C 

Audited vouchers. *20,370 

lleserve for pncuinbranei‘S. 8,010 

Unappropriated surplus. 16,715 


*45,095 *45,095 

The transactions for 1943 are summarized below: 

1. The budget was adopted for the 1943 fiscal year as follow^s— 


Expenditures 

Stale and r-ounty taxes. * 10,370 

Addition tf) sinking funil. 20,000 

General admiiiistralion. 28,200 

Protection of life and property. 30,000 

Protertion of health. 21,000 

Streets and roads. 40,000 

Education. 120,000 

*269,570 

It even lies 

Licenses and permits. * 6,250 

Fines and penalties. 6,715 

Miscellaneous. 11,580 

Taxes. 2^,0^ 

*2697670 
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2. Appropriations were made to cover encumbrances outstanding at 
January 1, 1943, as follows— 


Genrral administration. $ 110 

Proti^ctioii of lift* and prnpnrty. 2,450 

ProtiTtion of hoalth. 750 

Stropts and roada. 2,500 

Education. 2,200 

i^,0lQ 


3. Of the taxes receivable for prior years, $3,427 was collected. Tax 
liens were obtained against the remaining delinquent taxpayers. 

4. All of the tax liens outstanding at the beginning of the year were sold 
for cash, and all the outstanding miscellaneous accounts receivable 
were collected. 

5. The tax levy for 1943 was $245,025, of which $236,421 was collected 
in cash. 

0. (Contracts were let and open-market orders were placed in the esti¬ 
mated amount of $126,382, as follows— 


Gpiipral administration. S 10,824 

PrntpRiion of life and properly. 15,933 

Prntpplion of health. 8,422 

Streets and roads. 25,727 

Education. 65,476 


«126,382 


7. Cash was received from licenses and permits totaling $5,276, and 
from fines and penalties totaling $6,956. Miscellaneous income 
aggregated $11,475, of which $9,375 was collected. 

8. Claims presented and approved against outstanding contracts and 
open-market orders amounted to $125,955, as follows— 


Gpiioral administration. $ 10,853 

Protontion of lifp iiinl jiropcrty. 13,877 

Protection of hpalth. . 8,887 

Streets and roads. 28,951 

Education. 63,387 


$125,955 


The claims are the same as the amounts originally estimated except 
for one streets-and-roads claim which exceeded the original estimate 
by $1,000. 

9. Payroll vouchers amounting to $116,450, not covered by contracts 
and open-market orders, were approved as follows— 
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General administration. $ 16,621 

Protection of life and property. 17,500 

Protection of health. 11 ^ 850 

Streets and roads. 13,479 

Education. 57,000 


$116,450 

10. Vouchers were approved for payment of $20,000 appropriated to the 
sinking fund and of $10,370 for taxes due the state and county. 

11. Cash payments made against audited vouchers amounted to $270,053, 
including those outstanding at January 1, 1943. 

Problem 19B 

(American Institute of Accountants, November, 1948) 

Based on the data below, prepare: 

a. A worksheet to record the transactions relative to the Z County 
Hospital for the year ended August 31, 1948. 

b. A balance-sheet of Z County Hospital as ‘4 August 31, 1948, which 
reflects a general fund, an endowment fund and plant fund. 

The X Society, a fraternal order, which operated Z County Hospital 
fur indigent members of the community, donated it on September 1, 1947, 
to the ^^illage of H, in Avhioh it is located. The gift included all of the 
securities in the enrluwment fund (the hospitars principal source of 
income), as well as the real estate, equipment and other assets. Since 
the village had made no appropriation for the operation and maintenance 
of a hospital, gifts from public spirited citizens supplemented the endow¬ 
ment fund income to provide for operating costs during the first year of 
its operation by the village, which coincided with the vilkige fiscal year. 
No part of the principal of endowments may be used for operations. 
Before the end of the year preparations were under way for a drive to 
raise funds to enlarge and improve the plant. Since no money was col¬ 
lected in connection with this drive during the year under consideration, 
all expenditures for plant improvements were paid out of the general 
fund, but will be reimbursed from the proceeds of the drive. 

The following transactions occurred during the first year: 


C^nNTRIBlJTJONS AND UkUEH’TS 

1. Hospital site—value. $ 25,000 

2. Hospital buildings—value.. 200,000 

3. U.S. Treasury bonds euntributed as cndimment, prlneipal amDUiit. . 100,000 

4. Accrued iiitertist on U.S. bends at August 31, 1947. 1,250 

5. Stocks and bonds contributed as endowments fiio accrued dividends 

or interest)- market value. 1 ,300,000 
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6. Equipment—value. $ 60,000 

7- Life insuranRe policies asnigned to hospital as endowments— 

Cash value S 5,000 
Face amount 150,000 
(Hospital to pay future premiums) 

8. Contribution from Z County for hospital operations. 10,000 

9. C^ontributions from numerous individuals for hospital operations.... 20,000 

10. Proceeds from sponsored charity bazaar. 500 

11. Interest received from U.S. Treasury bonds. 2,500 

12. I>ividefids from stocks. 44,000 

13. Interest from bonds, other than U.S. Treasury. 12,000 

14. Sale of stocks imduded in endowments at $27,000. 52,000 

1 )lSB UnSEMEN TS 

15. Building improvements. $ 20,000 

16. Eqiiii)ment. 15,000 

17. Salaries. 15,000 

18. Food and dietary supplies. 10,000 

19. Medicinal supjdies. 20,000 

20. Life insurance premium paid. 2,000 

21. Property insurance. 5,000 

22. Light, heat and water. 1,000 

23. Expenses of charity l);jzaar, ajinoiincemiMits, eli*. 15 

24. Other operating e\j)ensL‘S. 4,000 

Otfieu L\'F011M\TI0N 

25. C/ash vnlui' of life insurance held fur benefit of hospital at August 31, 

1948 $ 6,500 

26. Contributions subscribed but not collected. 5,000 

27. Prepaid insurance al end of year. 500 

Balance in bank per laink statement at end of period. 51 ,085 

Outstanding cheeks amount to $3,300 and the last day’s deposit of 

$1,200 is not included on the bank statement. 

28. Upon completion of the $20,000 improvements to the hospital building it was 

appraised at $250,000. 

Problem 199 

(American Institute of Account unis. May, 1048) 

From tdie following inform;iiion concerning the operations of a munici¬ 
pal expendable revenue fund for the fiscal year ended April 30, 1948, 
prepare: 

A. Entry or entries to fdose the books of the fund for the year ended 
April 30, 1948 

B. A balance-sheet of the fund as of April 30, 1948 

C. A statement of revenue, expenditures and surplus for the year ended 
April 30, 1948 
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Information re Expendable Fund, for year ended April 30, 1948: 


1. Unappropriated surplus at May 1, 1947 consisted entirely of cash. $ 2,350 

2. Budget estimate of revenue. qqq 

3. Budget appropriations. 178,600 


4. Tax levy $115,620, against which a reserve of $4,000 is set for estimated 
losses in collection 

5. Tax receipts, $112,246, with penalties of $310 in additirn 

6. Receipts from temporary loans $20,000, all of which were repaid during 


period with interest of $300 

7. Balance of encumbrances unliquidated, April 30, 1948. 3,250 

8. Vouchers approved for expense. 146,421 

9. Vouchers approved for capital expenditures. 21 ,000 

10. Vouchers approved for payment of bonds falling due during the year, 

$5,000 and for interest on bonds, $2,000 

11. Miscellaneous revenue received. 74,319 

12. Rebate of current year’s taxes collected in error. 240 

13. Warrants issued and payable on demand. 169,400 

14. Refund on an expense voucher on which an excess payment was made. . 116 


Problem 200 

(American Institute of Accountants, November, 1947) 

From the data below, whicli show the ledger balances of the Water 
Department of the Town of G, at October 1, 1940, and reflect the depart¬ 
ment’s subsequent operations during the year ended September 30, 1947, 
prepare a columnar work sheet from Avhieb baliiiiee-sheets of the Water 
Department’s Operating Fund, Sinking Fund and Gaj)it:d Fund as of 
Septem])er 30, 1917, and a Statement of Operations for tlu^ year then 
ended can be readily drawn. 


Balance on October 1, 1946: 

(^ash. $ 153,678 

Sinking fund cash. 207,843 

Accounts receivable. 327,926 

Stores inventory. 136,052 

Supplies. 20,737 

Sinking fund investments. 962,500 

Plant and property. 17,212,767 

Accounts payable. 33,99() 

Accrued interest payable. 87,676 

Accrued liabilities. 2,122 

Bonds payable. 6,747,000 

Reserve for depreciation of plant and property. 96,130 

Reserve for retirement of bonds. 41 ,333 

Reserve for service connection replacements. 7,491 

Operating surplus. 465,775 

Sinking fund reserve. 1,170,343 

Capital surplus. 10,369,637 
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Summary of tho transactions for the year; 

(1) Sales of water billed. $ 832,952 

(2) Other revenue billed. 90,951 

(3) OollecAions of arenunts rei eivjible. 800,954 

(4) Otlier income billed through aeernints receivable. 35,234 

(5) Accounts receivable of prior years written off. 12,840 

(6) Invoices for stores. 03,172 

(7) Invoices for the following expenses were approved; 

Administration expense. 139,303 

Production expense. 41,976 

Distribution expense. 176,099 

(8) Invoices for supplies. 1,046 

(9) Income of prior years received not previously riM-orded. 5,642 

(10) Investments purchased for the sinking fund. 570,000 

(11) Stores used during the year. 61,299 

(12) Supplies used. 6,474 

(13) Outstanding V)onds became due and were paid amounting to. . . 79,000 

(14) Warrants were issued for the payment of inleresi. 295,190 

(15) Warrants were issued for the additions to plant and property 

costing. 145,269 

(16) Interest expense for the year amounted to. 293,261 

(17) The reserve for bond retirement was increased by. 79,250 

(18) Appropriated from operations to the sinking fund. 90,000 

(19) Warrants were issued to pay voucIums . 401 ,624 

(20) Warrants wiue issued for all accrued liabilitii'S except interest. . . 

(21) Sinking fund investments sohl. 324,200 

(22) Interest received from sinkijig fund investments. 63,751 

(23) Depreciation on plant and properti[‘s. 24,854 

(24) The reserve for service connection replacement was increasi'd to 10,491 


Problem 201 

(American Institute of Accountants!, May, 1947) 

The Board of Aldermen of the City of Fulton determine to pave First 
Street at an estimated cost of $100,000 anti take necessary legislative 
action to initiate the project. The charter of the City requires that the 
cost of such projects be shared 60% by the City at large and 40% by the 
district benefited. Bids are obtained and the coniract for the work is 
awarded the ABC Construction Company for $95,000. 

The accounts of the City are maintained on a full accrual basis with 
provision for encumbering appropriations and witli assessment and other 
characteristic groups of accounts separated. The City has a Revolving 
Fund of $125,000 which is used to finance uncollected assessments 
receivable and projects in process pending completion and assessment. 
This fund at present is invested in assessments receivable and other 
projects in process aggregating $75,000, and consequently $50,000 must 
be borrowed temporarily on certificates of indebtedness to finance the 
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First Street project. Ten per cent of the front footage of property in 
the district benefited is city owned, half of that amount having been 
acquired through foreclosure of tax liens, and half representing the front 
footage of public buildings and facilities. Street improvement bonds, 
which will be general obligations of the City, will be sold to finance the 
City^s share of the cost of the improvement. For the purpose of section 
(a) this problem you may disregard any question of premium or interest 
on the temporary certificates of indebtedness and on the bonds, also 
ignore the fact that property improvement assessments are usually pay¬ 
able in installments. 

(a) Prepare a series of entries in journal entry form, with complete 
explanations accompanying each, recording the various actions and finan¬ 
cial transactions relating to this undertaking as they might appear in the 
assessment fund accounts of the city. 

The Assessment Roll submitted to the Board of Aldermen for confir¬ 
mation provided for the payment of the assessment against respective 
properties in five equal installments, and was confirmed by the Board, as 
submitted, without change. 

(b) You are required to prepare a draft of an assessment roll, making 
thereon two specimen entries for two separate property owners with 
respect to the first and second ins bailments. 

Problem 202 

(American Institute of Accountants, May, 194(i) 

From the following information, prepare a work sheet, for Middle C^ity 
for the year ended June 30, 1945, showing opening balances, entries in 
the various accounts to reflect transactions for the year, and fund balance- 
sheets at the end of the year. 

The fund balance-sheets of Middle City at July 1, 1944, are submitted 
as follows: 


Middle City 

Comhiiipil ))alanfe-shppl—all funds: July 1, 1044 
General fund 

Assets Liabilities, Reserves and Surplus 

Cash.I .50,000 Aeeounts payable. $ 30,000 

Taxes receivable—delinquent.. 25,000 Reserve f nr eneuinbraiitM*s 5,000 

Due Id revolving fund. 5,000 

Unappropriated surplus. 35,000 

Long-time advance to revolving Unappropriated surplus—-ad- 

fund. 15,000 vance to revolving fund. . . 15,000 

S k),000 $ 90,000 
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Transportation Revolving Fund 

Cash. $ 10,000 Ijong-time advance from gen- 


Due from general fund. 5,000 eral fund. $ 15,000 

$ 15,000 $ 15 ,000 

|T o 5,000 agl05,000 

Transactions for fiscal year ended June 30, 1945: 

1. Estimated total revenues are $200,000, including $75,000 of mis¬ 
cellaneous revenue. 

2. Appropriations arc $175,000. 

3. The council levied property taxes in the amount of $125,000. 
Eased on experience, the expected losses will be 5 %. 

4. Ileceij)ts from current tax revenues amounted to $85,000 and 
receipts from miscellaneous sources amounted to $80,000. 

5. Delinquent taxes received were $23,500 and the balance is con- 
sidererl uncollectible. 

6. General fund materials and supplies received and vouchered for 
payment amounted to $95,000, including $4,000 in complete ful¬ 
fillment of all orders outstanding at July 1, 1944; budgeted orders 
placed amounted to $100,000, and orders outstanding at the end 
of the year amounted to $J,000. 

7. Salary and wage payments amounted to $72,000, as budgeted; 
vouchered bills paid were $90,000. 

8. (collections on taxes written off in prior years were $1,050. 

9. Taxes cadlecled in advance Avere $1,000. 

10. In order to finance the construction of certain local roadways, the 
council voted to set up a special assessment fund and levied a 
special assessment of $75,000 on 1/1/45, collectible in equal pro¬ 
portions over a period of three years, with interest from date of 
assessment at the rate of six per cent per year. 

11. Pending collection of special assessments, 5% bonds in the amount 
of $25,000 Avere sold at a premium of $200 on January ], 1945. 
The amount of premium is considered too small to be amortized 
over the life of the bonds. 

12. Construction contracts Avere let in amount of $50,000. 

13. Contractors Avere paid $20,000 less 10 7^ retained percentage. 

14. Special assessments collected amounted to $23,000, representing 
$22,500 principal on current assessments due for the payment of 
bonds and $500 interest on deferred assessments to pay interest on 
outstanding bonds. 

15. Outstanding bonds of $12,000 Avere paid, plus interest of $G25. 
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16. The transportation revolving fund purchased trucks for $9,000 of 
which $5,000 remains unpaid on open account. 

17. The transportation revolving fund charged the general fund for 
transportation services applicable to general fund activities in the 
amount of $3,000 at cost, including depreciation on trucks of 
$ 1 , 200 . 

18. The transportation revolving fund was paid $6,000 by the general 
fund. 

Problem 203 

(American Institute of Acrountants, November, 1945) 

Prepare working sheet showing balances of accounts of Municipal 
Garage Revolving Fund of Rhodes City as at Fel)ruaiy 28, 1945. 

Rhodes City maintains a revolving fund for fiiiaTuial control of a 
municipally owned and operated garage serving several departments. 
It is the city^s policy to operate the fund accounts so that the departments 
served will be charged their several shares of the operating cost for a 
fiscal year. Current billings are made to the departments for services 
based on charges for actual materials and supidi(\s and actual direct labor 
plus estimated overhead. Differences betAveen total oA^erhead actually 
incurred and the estimated amounts billed to departments are adjusted 
through supplemental billing at the end of each fiscal yeai*. Adjustments 
to physical inventories are liandled through overhead. 

1. Oarage overhead for the fiscal year ended February 28, 1945, com¬ 
prised the physical inventory adjustments referred to and the following 
expenses: superintendence, $3,000; ofhee salaries, $1,300; office supplies, 
$200; garage depreciation, $2,000; lieat and light, $()20; miscellaneous, 
$80. 

2. Accounts payable at February 28, 1945, amounted to $1,100. All 
payroll had been paid. 

3. The garage originally cost $50,000, financed by a capital advance 
from the general fund, and, as at March 1, 1944, the accumulated depre¬ 
ciation thereagainst was $4,000. On that date, records of the revolving 
fund showed cash $3,000; inventories of gas, oil and grease, $1,050; and 
of repair and maintenance materials $2,250; a balance of $900 on account 
of services previously rendered the general fund; and accounts payable 
of $700; capital advances from the general fund of $50,000, and a current 
surplus account. 

4. Physical inventories at February 28, 1915, were as folloAvs: 


Gas, nil and pmasn . $ lSIK) 

Repair and iiiaintniuuine materials. 2,000 
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5. Summaries of certain transactions for the fiscal year ended February 
28, 1945, appear in journal-entry form as follows: 


(A) 

Due from General Fund. $9,740 

Due from Highway h\iiul. 7,045 

Due from Poliee Fund. 8,280 

Due from Fire Fund. 4,685 

Serviees rendered to departments. . $29,750 


To reeord charges to departments for services billed, as follows: 


• Itepairs and Maintenance 

Actual Cost Estimated 

Gas, oil, grease Direct Overhead 

Department Total (at cos!) Materials Labor (75 % of D/Labor) 

General.$ 9,740 $ 3,950 $1,240 $2,600 $1,950 

Highway. 7,045 2,460 910 2,100 1,575 

Police. 8,280 2,280 1,100 2,800 2,100 

Fire. 4,685 1,540 520 1,500 1,125 

$29/^ $r0~^0 $3,770 $9J)00 $6,750 

(P) ^ ^ 


(^ash. $29,900 

Due from General Fund. $10,400 

Due from Highway Fund. 7,000 

Due from Police Fund. 8,000 

Due from Fire Fund. 4.500 


To record cash received for services billed 


((') 

Purchases—Gas, oil, and grease. 10, UK) 

Purchases—Repair and maintenance materials. 3,580 

Accounts payable. 13,680 

Ti) record purchases for the period 


Problem 204 


(American Institute of Acc.ountaiits, November, 1940) 

From the following trial balance of tlie accounts of Watson C-ollegc 
and the additional information given, prepare a balance-sheet in the 


proper institutional form: 

June 30, 1939 
Dr. Gr. 

Cash. $ 43,500 

Deposit accounts. $ 2,500 

Income from endowment investmenls. 85,500 

Income from college operalinns. 100,000 

(College operating expenses. 195,000 

Interest accrued on securities purchased. 500 

Inventories 

School supplies. 5,000 

General. 3,000 
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June 30, 1939. 


Dr. Cr. 

InvBstmeiits 


Bonds 

$ 875,500 

Mortgages 

270,000 

Stocks 

990,000 

Real estate 

100,000 

Mortgages payable scruicd by college plant 

$ 250,000 

College plant 


Land 

95,000 

Buildings 

1,000,000 

Ground improveiiients 

50,000 

Equipment 

160,000 

Profit on sale of endowment fund investments 

4,000 

Prepaid college expenses 

2,000 

Accounts rei eivablc 


Students 

3,000 

Miscellaneous 

1 ,000 

Notes receivable 

20,000 

Notes payable 

2,000 

Accounts payable 

3,000 

Reserve for doubtful accounts rer eivablt 

500 

Reserve for depreciation of buildings held as endownieiit 


fund investment 

5,500 

Reserve for contingencies 

5,000 

Excess of assets over liabilities 

3,355,500 


$3,813,500 13,813,500 

AuDiTioNAii Information 


1 An analysis of the cash account shows that the cash should be divided 

as follow s 


Current funds 


Imprest cash 

$ 1,000 

On deposit 

35,000 

Loan funds 

2,000 

Endowment funds 

4,000 

Funds subject to annuity agreements 

1,500 


$43,500 


2 Investments were all made from endowment funds with the exception 
of ^25,500 in bonds purchased from fund? subject to annuity agree¬ 
ments The income and principal of the latter funds are to be used 
to make certain definite payments during the life of the annuitants 
Excess of annuity payments over income has been charged to the 
principal of the fund. 
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3. Notes receivable represent loans made to students from funds which 
are restricted to that purpose. 

4. Memorandum records show that $11,500 of endowment funds are 
loaned temporarily to the current fund. 

5. These records also show that $50,000 of endowment funds are invested 
in the college’s plant which is in full accord with the endowment terms. 

6. The income from $895,000 of endowment principal is restricted. 

7. It was decided that the reserve for depreciation of real estate carried 
among the investments be funded.' 

Problem 205 

(American Institute of Accountants, November, 1946) 

From the following information relating to Prep School, prepare a work 
sheet showing opening balances, transactions, also adjustments for the 
year ended June 30, 1946, and closed trial balances as of June 30, 1946, 
for each of the four classes of funds into which the general ledger is 
divided: viz., general fund, plant funds, endowment funds, and student 
loan funds. 

The balances of the general ledger accounts as at July 1, 1945, are as 
follows; 


Cash—for gpnpral use. I 1,000 

Cash—from alumni subsnriptinns for iu*w clormitory. 2,000 

Cash RndowmLuit. 45,000 

Cash—for student loans. 1,000 

Tuition rpfpivablc. 12,500 

Invpstmiuits —ti'mporary invpstiiipnts nf gpneriil rash. 4 ,000 

Invpstmonts—endowinpiit. 250,000 

Stores. 15,000 

Alumni subspriptinns for new d[)rmitory (due Sept. 30, 1944) 8,000 

Student loEins rpppivablr. 3,500 

Edupntional plant: 

Finaiippd from original and subspqupnt endowments. 000,000 

Fiiianeed from tuition funds. 50,000 

Financed from alumni subspriptinns. 200,000 

Financed by grant from state anil local government. 50,000 

Accounts payable for supplies. 3,500 

Unpaid expenses of alumni subscription campaign. 1,000 

Balance. 1,237,500 


$1,242,000 $1,242,0 00 

1. Endowment investments and $40,000 of the endowment cash repre¬ 
sent principal of endowment funds held under terms providing that 
the income therefrom shall be used only for operating expenses of the 
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school. The balance of endowment fund cash represents accumu¬ 
lated income not transferred from the endowment to the general fund. 

2. Student population was 150 students. The tuition rate was #1,000 
per school year per student except for six full scholarships and three 
partial (one-half) scholarships. 

3. 90% of current tuition was collected and #100 of the balance is con¬ 
sidered uncollectible. 

4. Tuition receivable of prior years was collected in the amount of 
#12,000 and the balance is considered uncollectible. 

5. Charges for operating expenses incurred and supplies purchased 
during the year totaled #135,000. 

C. Inventory of operating supplies at June 30, 1946, amounted to 
#13,500. 

7. Accounts payable for operating supplies and expenses amounted to 
#2,000 at June 30, 1946. 

8. All temporary investments of general cash were sold on July 1, 1945, 
for #4,300 and accrued interest of #100. 

9. Endowment investments having a book value of #25,000 were sold 
for #27,500, including accrued interest of #500. 

10. Investments were purchased by the endowment fund trustees at a 
cost of #50,000. 

11. Interest on endowment fund investments not sold during the year 
am[)unted to #20,500 for the year and was all collected in cash. 

12. The endowment fund trustees transferred #22,500 to the general 
fund bank account. 

13. As a result of the continued alumni subscription campaign, addi- 
tiomd subscriptions in the amount of #65,000 were received for the 
purpose of providing a new dormitory. These subscriptions were 
payable one-fifth at the date of the pledge and one-fifth quarterly 
beginning January 15, 1946. 

14. 5% bonds in the amount of #50,000 were issued for cash on January 
1, 1946, to provide funds for immediate construction of the new 
dormitory. Interest was payable annually. 

15. Contracts in the amount of #70,000 were let for construction of the 
new dormitory out of subscriptions. 

16. The contract for construction of the new dormitory was 50% com¬ 
pleted on June 1, 1 946, and payment for one-half of the total amount, 
less a retained percentage of 10%, was made on that date. 

17. All alumni subscriptions of the current year were paid on the due 
dates; those due previously were also paid in full. 

18. Tuition receipts amounting to #5,000 were used to build additional 
bleachers at the athletic stadium. 
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19. A riding stable costing 84,000 and financed during a previous year 
from tuition receipts was destroyed by fire. Insurance recovery was 
84,500; the building will not be replaced. 

20. Student loans amounting to 83,500 were made. 

21. Student loan collections amounted to $4,000 including 8200 interest. 

22. Expenses of the alumni subscription campaign were paid in full in 
the amount of 81,500. 


Problem 206 

(American Institute of Accountants, May, 1940) 

The Zenith Junior College had always kept its accounts on a so-called 
“commerciiil” basis and not in the form ordinarily used by educational 
institutions. The balance-sheet of June 30, 1938, and the related state¬ 
ments of income and expenses for the year ended on that date were made 


up as follows: 

Balance-sheet — Jcne 30, 1938 
AsMs 

(Current assets 

Cash. ... I 0,000 

Tuition foes riiCGivablc. 8,000 

Inventory of supplies. 2,000 I 10,000 

J']ndowinent fund investments 

Ilentcd real estate—at eost... S 75,000 

JjCSS --Ueservo for dopreeiatioii. 15,000 

$ 60,000 

Six per rent mortgages —at eost... . 140,000 

5210,000 five per cent public utility bonds—at eost (market 

value 5202,000). 2 20,00 0 420,000 

riant and equipment—at cost. 830,000 

3 ^,266^,000 

(airrent liabilities 

Bank loans. . 5 15,000 

Accounts payable. 9,000 | 24,000 

Five per rent first mortgage bonds inutnring at the rate of 
515,000 semiannually on June 3011i and Deeember 31st of 

eaeh year. .300,000 

Endowment fund principal. 540,000 

Surplus 

Balance at July 1, 1937. . $395,000 

Excess of income over expenses for the year ended June 30, 

1938, per annexed statement. 7,000 402,000 


51,266,000 
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Statement df Income and Expenses 
FOR THE Year Ended June 30, 1938 
Income 


Tuition . 

$230,000 

Endowment income 


Rentals 

$ 8,100 

Mortgage interest 

8,400 

Bond interest 

10,500 27,000 

Income from auxiliary enterprises 

6.5,000 

Unrestricted donations 

33,000 

Miscellaneous 

4,000 

Total income 

$3.59,000 

Expenses 


Instruction and research 

$185,000 

Expenses of auxiliary enterprises. 

80,000 

Administration. 

34,000 

Operation and maintenance 

35,375 

Depreciation of rented real estate 

1 ,.500 

Bond interest 

10,125 3.52,000 

Excess of nuuune over e\j)ensi‘S 

$ 7,0^ 

The above statements were critized as 

misleading anti the college 

authorities desire that they be prepared in 

a form more generally used 

for educational institutions. 


An examination of the books and records brought out the following 


addiliDiiiil informLition: 

The original college property was completed ten years ago at a cost 
of #750,000. It was financed by a 5 per cent bond issue of #000,000 and 
#150,000 appropriated from unrestricled gifts received at the organiza¬ 
tion of the college. Additions costing $80,000 have since been made from 
current funds of which $10,000 was spent in the year endetl .Tune 30, 1938. 

The endowment funds are restricted in respect of principal to their 
investment in marketable securities and other income-inoducing proper¬ 
ties or to outlays for college buildings and etiuipmenl. Income from the 
investments can be used for any purpose. The endowment-fund assets 
are less than the endowment-fund principal because investments had been 
sold from time to time when cash was needed to pay maturing bonds and 
meet expenses. 

Rentals and mortgage interest had been received regularly at the end 
of every month or quarter and also the June 30, 1938, coupon of the 
public-utility bonds had been collected on that date, so that no revenues 
other than the $8,000 tuition fees remained outstanding. 

The trustees adopted a policy of charging depreciation on income- 
producing properties so as to provide a reserve for their ultimate replact^- 
ment. The amount of this depreciation is to be funded. 
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The surplus of June 30, 1938, is made up as follows: 


Unrestricted gifts at organization. $300,000 

Excess of income over expenses. 102,000 

$402,000 


(a) Set forth in what respects the statements as prepared are unsatis¬ 
factory. 

(b) Show in the form of properly explained journal entries how the above 
balance-sheet should be adjusted. 

(c) Prepare a balance-sheet in the form that is customary for educational 
institutions, also a statement of income and expenses. 

Problem 207 


(Illinois, November, 1928) 


The Kalipar School for Roys is located at Chicago and is a nonprofit 
Illinois corporation founded in 1858. It is a denominational school and 
has depended upon public subscriptions for its existence, the annual 
income from tuition averaging at present but 102 per boy. A trial 
balance, after closing, at the close of the school year ending June 30, 1928, 
follows: 

The Kalipah School for Boys 


Trial balance, June 30, 1928 

Account 

No. Name 

101 Cash in bank. 

102 OfTicp fund. 

103 Bookstore fund.. 

121 Bookstore inventory. 

122 Food supplies. 

123 Dormitory supplies. 

124 Office supplies. 

131 Prepiiid insurance. 

151 Bank loan. 

152 I'iXpensp bills payable. 

154 Payroll (instructors). 

159 Borrowed by current fund from endowment fund 

161 Prepaid tuition. 

181 Operating deficit—current fund. 

201 Cash in savings account—special funds. 

211 Bonds—endowment fund. 

212 Bonds—annuity fund. 

213 Bonds—student aid fund. 

214 Bonds—library fund. 

221 Loaned to current fund by endowment fund. 

223 Student aid accounts receivable. 

241 Real-estate investments—endowment funds. 


Debits Uredits 


$ 347.18 

$ 250.00 

50.00 
322.71 
238.33 
502.06 

152.50 
894.27 

15,000.00 

2,441.54 

465.00 

5,000.00 

212.50 

21,056.35 
12,247.89 
326,470.43 
124,546.78 
12,521.25 

807.50 
5,000.00 
6,142.82 

18,200.00 
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291 Endowment fund net worth. . . . 

292 Annuity fund net worth. 

293 Student aid fund net worth. 

294 Library fund net worth. 

301A Athletic building—cash in bank 

302 Land. 

303 Buildings and depreciation. 

304 Equipment and depreciation. ... 

341 Athletic building subscriptions... 
351 Property fund net wortli. 

Totals. 


Debits Credits 

5352,136.27 

125,412.01 

27,109.25 

1,339.14 

$ 12,650.90 
46,528.14 

241,867.19 106,498.03 

112,642.53 83,237.21 

12,650.90 

_ _ 2 11,30 2.62 

$ 9^ ,151765 £^ 4 ^ 1517 ^ 


The inventory accounts have been brought into agreement with physi¬ 
cal inventories at cost at June 30, 1928. The bank loan v as secured from 
the First National Bank and is a demand loan with interest paid to June 
30. Without authorization from the board of trustees, the bursar 
(comptroller) of the school withdrew $5,000 from the special fund cash 
account (No. 201) during June, 1928, and used the sum for the payment of 
the current year's bills. The president of the board of trustees states 
that the same procedure had been followed in past years and that the 
bursar's action had always been approved subsequently by the board, 
replacement having been made through donations for current pur])oses in 
the succeeding year. 

An analysis of the operating deficit reveals the following items: 


Balance, July 1, 1927. $12,823.07 

EquipmiMit purchased in 1927 1928 (already added ti> ar*cijuulH 304 rmil 

351). 568.88 

Operating loss—yc*ar ending June 30, 1928. 7,6^)3.50 

Total deficit. $21,056.35 


In explanation of the equipment purchased and charged against the 
current fund deficit, the minutes of the board recite that the purchase, 
while not provided for in the budget, was to be made from the current 
fund and that the current fund was not to be reimbursed therefor. 

One bank account, No. 201, is maintained for ‘‘special" funds, i.e., 
funds other than current fund and property fund. The three bond 
accounts are controlling accounts and are maintained at values at the 
time of donation or, if the bonds were purchased, at cost. The securities 
are all listed and consist of both public-utility and industrial issues, the 
market values of which at June 30, 1928, were: 

Endowment bonds. $334,678.22 

Annuity bonds. 128,453.91 

Student aid bonds. 12,200.17 

Library bonds. 867.50 






















384 


C.P.A. PROBLEMS AND QUESTIONS 


Student aid accounts receivable consist of loans to students, repayable 
without interest within five years after graduation from Kalipar or from 
an institution of higher learning if any is attended. 

Real-estate investments are three lots near Devon and Western 
Avenues, Chicago, the value shown having been placed thereon by the 
Chicago Real Estate Board in 1923, the year in which they were donated 
to the school. In May, 1928, they were valued by the same authority at 
552,525. 

Changes in the special fund accounts during 1927—1928 were: 


Particulars 

Endowment 

Annuity 

Student aid 

Library 

Balance, July 1, 1927.. . . 
DDnationa, 1927-1928. 

Interest reeeived. 

Students’ ucRounts writ¬ 
ten off. 

Books purchased. 

Balance, June 30, 1928. 

*336,636.27 

15,500.00 

$115,412.01 

10,000.00 

$26,511.06 
346.15 
702.04 

450.00* 

$2,160.66 

60.00 

881.52* 

*352,136.27 

*125,412.01 

^27^097^ 

»1,339.14 






*Rpfl. 


Bonds belonging to the annuity fund represent securities title to which 
has been transferred to the school under annuity contracts. These 
contracts provide for the transfer of title in consideration of the payment 
of a life annuity to the donor. One donor, James Stoddard MacPherson, 
died on June 28, 1928. The bonds donated by him were to be used as the 
directors might see fit and had a par (and market) value of 520,000 at the 
date of gift, of which $8,000 was called in 1923 at a net redemption price 
r)f $8,202.83, the proceeds being invested in other bonds having a par 
value of $8,000 and a cost of $8,185. The balance of the cash remaining 
from the redemption was deposited in the savings account (No. 201). 
By virtue of a staiuliiig resolution by the board, annuity investments, 
when not donated for a specific purpose, at the death of the annuitant 
are to be divided as follows: one-fourth to the current fund, one-fourth 
to the student aid fund, and one-half to the endowment fund. The entry 
necessary to give expression to these changes has not yet been put on the 
books, the death of Mr. MacPherson not having become known to the 
college authorities until July. The bonds (which are in the denomination 
of $1,000 and had a total market value at June 30, 1928, of $20,250) and 
the cash should be divided among the three Binds concerned. 

Pledges totaling $89,440.25 have been made to endowment, of which 
$33,687.14 is payable in instalments within the next five years, the 
remainder being payable at the death of the pledgors. There were, in 
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addition, unpaid pledges totaling #75,200 to the new athletic building. 
Pledges do not appear on the books or financial statements except in 
memorandum form, or “in short.“ They are enforcible obligations, but 
it is not the policy of the board to take action against pledgors who 
are unwilling to pay. The figures quoted represent pledges believed 
collectible. 

The new athletic building was under construction at June 30, 1928, and 
#30,000 (out of a total contractual cost of #105,000) had become due and 
had been paid to the architect and contractor prior to that date. The 
sources of this sum were: 


Athletic building fund cash (ii June payment not entered un the books by the 

bursar until July. .#10,020 

Proceeds of G-moiiths’ loan of $20,000 by First National Bank (sri ured by 

unpaid building pledges of $75,200; note dated June 30, 1928) . 19,380 

Total. $30,000 


The interest on the bank loan is properly capitalizable. 

Changes during the year in the property fund net worth consisted of 
the addition of #568.88 described above and a deduction of depreciation 
of #9,433,61. The athletic-building subscrij)tions i)aid in are a propei 
addition to the property fund net worth. 

From the above information, prepare a balance sheet at June 30, 1928, 
for submission to the constituents of the school. The titles accompanying 
each monetary item should be as complete and descriptive as possible. 
The changes in the net worth accounts since June 30, 1927, sho\ild be 
indicated on the balance sheet. 







SECTION XXII 

INSURANCE ACCOUNTING 
Problem 208 

(Maryland, November, 1944) 

The general ledger trial balances of The Mutual Aid Life Insurance 
Company at the beginning and end of the year are as follows 


The Mutuai Aid Liu* Insuranc i Company 
Gcnoral Lbilgpr Trial Balanr cs 
Debits January 1 December 31 


C ailh 

$ 32 200 

$ 35,800 

Bonds 

220,000 

280,000 

Mortgages 

260,000 

240,000 

Agent s bal am i s mt 

400 

2 000 

Death c] urns 


16 000 

C^ommissiniis 


32 000 

TTomt oftu i salines 


24,000 

Mt du al an d iubpi etioii fi t s 


8,000 

Postage and express 


2,000 

Advertising 


600 

Rent 


2,000 

Printing and atalioniry 


2,000 

Taxes 


1,200 

Totals 

$512 600 

$645,600 

Credits 

Premium income 


$110,000 

Bond intirest income 


10,000 

Mnrtgagi loan interest 


12,000 

Inttiest on bank deposits 


1,000 

Geiienl fund 

*512,000 

512 600 

Totals 

$512 600 

$645,600 


The ledger of insurance companies is kept on a cash basis and is pecu¬ 
liar m that the form of annual return contemplates that no liabilities and 
accrued items are entered thereon, consequently no attempt is made to 
show surplus on the books The surplus account must then be replaced 
by a ledger account which will serve to keep the books in balance and 
into which accounts representing receipts and disbursements may be 
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closed at the end of each accounting period. This account, Called the 
general fund account, is also known as general balance account or con¬ 
solidated balance account. It may be seen from the initial trial balance 
that the account is numerically equal to the ledger assets at the beginning 
of the period, but it is also equal to the net amount of liabilities and 
accrued (or nonledger) assets at the beginning of the period, as follows: 

LiahilitiGS and Reserves on January 1 


Reserve liability on insuranre in force. $ 40,600 

Medical and inspection fees accrued. 600 

Printing and stationery due. 400 

Taxes accrued. 1,400 

Reserve for agents’ debit balances (not admitted). 3,200 

Surplus account. 475,000 

S52o7200 

Less nonledger assets; 

Interest accrued on bonds. S ROO 

Interest accrued on mortgages. ROO 

Uncollected premiums. 6,000 

_7,600 

General fund account. $512,600 


All items not on the ledger are ascertained by inventory methods ami 
from memorandum records and at the end of the current period are as 
follows: 

The actuarial department reports the reserve for insurance in force to 
be J52,200; agents^ debit balances are $3,700 anil the credit balances are 
$1,700; uncollected premiums are $15,000; interest arcriied on mortgages, 
$500; interest accrued on bank balances, $400. The following bills are 
unpaid: 


Medical and inspection fees. $750 

Printing and stafinnery due. 200 

Rent due. 400 


Required: 

1. A statement showing proof of assets arranged as follows: 

I. Initial assets. 

plus II. Income of the period. 

minus III. Disbursements. 

equal IV. Assets at the close of the period. 

2. A balance sheet supporting the total assets shown by the statement 
required under item 1. 
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3. Gain and loss exhibit reconciling the surplus at the beginning and 
end of the period. 

4. Itemized cash account. 


Problem 209 

(American Institute of Accountants^ November, 1946) 

The retail store of John Pyx was destroyed by fire on March 20, 1946, 
and only relatively few items were salvaged. From the general ledger, 
the one book of account saved, the following figures were abstracted as 
at February 28th: 


Fixl arcs. 

ft)r depreciation . . . . 

('uHtonicrH. 

J^ctty oaah. 

C'atih ill bank. 

Hank loan. 

John Pyx, capital. 

Mcridiandiae. 

Sales. 

Expenses. 


$ 10,543, 

,26 





S 8,672. 

.77 

53,483 

.82 



250 

00 



5,285, 

01 





10,000. 

.00 



130,251 

.20 

105,836, 

38 





59,977 

.39 

32,502 

,89 




The last fiscal closing was October 31, 1945. 

You are required to calculate— 

(a) The amount of the inventory loss resulting from the fire; and to 
prepare— 

(b) Journal entries necessary to reflect the transactions, etc. which took 
place between February 28 and March 20, 1946, distinguishing care¬ 
fully between ordinary operations and the losses occasioned by the 
fire; 

(c) A work sheet showing the general ledger balances at February 28, 
19J6, your adjusting journal entries, also the adjusted asset and 
liability balances as at March 20, 1946; and the profit and loss figures 
for the 4^3 months ended on that date; 

(d) A statement of the proprietor’s equity as at March 20, 1946. 

Correspondence with creditors revealed unrecorded obligations to 
wholesale houses as at March 20th amounting to $17,100.60, and an inspec¬ 
tion of checks returned from the bank at the end of March, $22,924.83, 
indicated cash purchases of merchandise from March lst-20th of 
$15,267.82, the balance representing cash withdrawals by Mr. Fyx. 
Merchandise in transit at March 20th was recovered by suppliers and not 
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billed. Bank deposits during that period, as shown by the bank state¬ 
ment, amounted to 520,929.64 and, with the exception of a refund of 
J200.25 on March 2nd from a merchandise creditor, which Mr. Pyx 
recalls that he deposited shortly thereafter, these may be assumed to be 
payments on account by customers. Indebtedness acknowledged by 
customers totaled 552,876.45, but it is estimated that $10,000 more due 
from them will never be acknowledged or recovered. Of the acknowl¬ 
edged indebtedness, $1,000 will probably be uncollectible. Returns to 
suppliers, not yet accounted for by them, amounted to $2,503.72, of 
which it is estimated that, in line with similar claims in the past, no more 
than half will ultimately be allowed. 

The merchandise stock was insured for $50,000. An agreement has 
been reached with the insurer whereby the claim of the insured (a) will 
be based on the assumption that the arithmetic average of the two gross- 
profit ratios for the fiscal years ended October 31, 1944 and 1945, was in 
effect during the 4% months ended March 20, 1946, and (b) will be paid, 
up to the face value of the policy, in accordance with your computation 
of the cost of the merchandise destroyed. The inventories at October 31, 
1943, 1944, and 1945 were $69,250, $70,485, and $57,611, respectively, the 
net purchases for the two fiscal years ended in 1944 and 1945 were $89,510 
and $74,030, and the net sales, $160,500 and $170,400, respectively. 

Salvaged items were: 

Fixtures, sold to a second-hand dealer, with the approval of the 
insurer, for $200; the fixtures were insured for $500 which will be collected 
in full. 

Petty cash box containing cash and stamps amounting to $103.00. 

Merchandise, sold to dealer in salvage stocks, $5,264.53; sold at auc¬ 
tion, $12,821.17. 

The balance in the proprietor's account at October 31, 1945, was 
$140,716.38. Additions to the fixtures account during the current fiscal 
year have been $300; depreciation of 10% (5% on additions) should he 
allowed for the current fractional year. 

Problem 210 

(Wisconsin, November, 1945) 

The Mack Shoe Store sustained a substantial fire loss early in the 
morning of July 1, 1945. The owner requests your help in adjusting the 
loss and preparing the proper entries on the books of account. 

The records were not damaged by the fire. 

After posting all the business transactions prior to the fire, you draw 
off the following trial balance; 
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The Mack Shoe Store 


Cash 

Accounts receivable 
Inventory, January 1, 1945 
Land 
Building 

Fixtures and ciiuipinciit 

Accounts payable 

lleservp for depreciation—buildinp; 

Reserve for depreciation— fixtures and equipment 
Sales 

Purehases 
Heating 
Light 
Telepbnn e 
Supplies 
Salary—cleiks 
Repairs 
Insurance 

Proprietoi’s drawing account 
Proprietor’s investment 

Totals 


Debits Credits 
$ 1,000 

1.500 

7.500 
2,000 

15,000 

2.500 

S 2,850 
2,250 
1,000 
52,500 

33,500 

600 

120 

120 

1,000 

1,800 

200 

260 

1.500 

10,000 
$i^ ,600 


li]xpenses aie paid in rash as they are incurred and become due. 
Adjustments for accruals are made at the end of the ycai where necessary. 

Depreciation has been figured at the rate of 3 per cent annually for the 
building and 8 per cent annually for the fixtures and equipment. 

The average gross profit for the past several years has been 33per 
cent of sales 

Prepaid insurance at time of fire was |100. 

By agreement between the proprietor and the insurance companies, 
the loss is established as follows: 

Building 40% loss 

Fixtures and equipment 40% loss 

Inventory 70% loss 

The following fire insurance was in force at the time of the fire: 

Building $6,000 with 80% co-insurance clause. 

Fixtures and equipment $2,000 with 80% co-insurance clause. 

Inventory $4,000 with 80% co-insurance clause. 

The co-insurance clause provides in part as follows: “ . . . it is expressly 
stipulated and made a condition of this contract that the insured shall at 
all times maintain contributing insurance on each item of property 
insured by this policy to the extent of at least 80 per cent of the actual 
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cash value at the time of the loss and that failing to do so, the insured 
shall to the extent of such deficit bear his or their proportion of any loss.” 

You also find a “business interruption” clause, attached to the build¬ 
ing fire policy in the amount of $17,500. Tnis clause provides in part as 
follows: 

“The measure of recovery in the event of loss hereunder ehall be the 
reduction in ‘gross earnings’ directly resulting from such interruption 
of business less charges and expenses which do not necessarily continue 
during the interruption of business, for only such length of time as would 
be required with the exercise of due diligence to rebuild, repair, or replace 
the building and equipment. 

“Contribution clause: In consideration of the premium charged this 
company shall not be liable, in event of loss, for a greater proportion 
thereof than the amount hereby covered bears to 50% of the ‘gross 
earnings’ that would have been earned (had no fire occurred) during the 
twelve months immediately following loss or damage by fire. ...” 

You may assume it will take 60 days to repair the building and fixtures, 
during which time no sales will be made. 

Building costs have advanced 20 per cent over the original cost, but 
fixture costs have not advanced. 

It is agreed between the insured and the insurance company that the 
following expenses will not continue during the 60-day pcriotl of “business 
interruption”: clerks’ salaries, $300; heat, $160; light, $32; telephone, $32. 

Required: 

1. Calculate the b)ssps sustained. 

2. Calculate the amount the insurance companies paid under all 
policies. 

3. Project a trial balance as of September 1, 1945, after preparing the 
entries necessary to reflect the fire loss, the amount rciovcred 
through insurance, and the cost of restoring the property and 
inventory. 

4. Submit journal entries. 

Problem 211 

(American Institute of Accountants, May, 1942) 

Morton and Norton were retail dry goods merchants and operated a 
cash store, no credit being extended to customers. The business was 
conducted as a partnership in which Morton had a two-thirds and Norton 
a one-third interest (capital as well as profits). The accounts were cur¬ 
rently kept on a cash basis but at the end of each year they were adjusted 
to the accrual basis. At that time the profits were divided in the above 
ratio and credited to the partners’ capital accounts. 
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Life inBurance was carried in the amount of JIO^OOO, payable to the 
partnership upon the death of either member. The premiums paid were 
charged to expenses and no account was taken of surrender values. 

The stock of merchandise was insured for #45,500 and the store and 
office fixtures for $9,500. The two policies were carried with different 
companies and both were written with the 80 per cent coinsurance clause. 
Under the standard 80 per cent clause the insurance company ‘‘shall not 
be liable for a greater proportion of any loss . . . than the sum hereby 
insured bears.to 80 per cent of the actual cash value of said property at 
the time such loss shall happen.“ 

A fire occurred in the early morning hours of February 1, 1942, in 
which Mr. Morton lost his life. The fixtures were a total loss, but part 
of the merchandise was salvaged and was agreed with the adjusters to be 
worth #17,000. A few days after the settlement it was sold for #17,500. 

The books of account had been saved and were used as an aid in arriving 
at a settlement of the fire loss. The following trial balance was drawn off 
before any adjustments had been made: 


Caah. 

Inventory, December 31, 1041 

Store and office fixture.^. 

Reserve for depreciation. 

Unexpired insurance. 

Accounts payable. 

Morton capital. 

Norton capital. 

Sales. 

Purchases. 

Expenses. 


Dr. 


Cr. 


S 20,256. 

57 



61,328. 

,20 



18,000. 

.00 





$ 7,230 

.00 

2R0 

.00 





7,928, 

.75 



58,475 

.78 



29,237 

.89 



15,320 

.50 

14,396 

.15 



3,932 

.00 



$718,192 

.92 

.$118,192 

.1)2 


The books showed that 30 per cent grovss profit had been made in the 
preceding two years and this percentage was agreed upon with the adjust¬ 
ers as a basis for calculating the value of the inventory. It was also 
agreed to accept the depreciated book value of the fixtures as their value 
at the time of the fire. 

There had been no capital expenditure in 1942, and depreciation had 
been provided at the rate of 8 per cent per annum to December 31, 1941. 

The item of unexpired insurance was carried forward from December 
31, 1941, being applicable to the succeeding eight months. 

The expenses include the partners’ January salaries. All liabilities 
outstanding on January 31, 1942, had been recorded. 

The fire loss was determined on the basis of the foregoing data and in 
accordance with the terms of the policies, and the entire amount thus 
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agreed upon was collected in February. Also the life insurance was 
promptly settled in that month. 

The firm then paid its liabilities and dissolved after dividing the cash— 
its only remaining asset—between the two owning interests. 

Prepare a columnar work sheet, clearly showing the adjustment of the 
above trial balance in accordance with the data given, the operating 
results in the month of January as distinct from the fire loss, the amount 
of the fire loss, and the final liquidation of assets and liabilities other 
than cash, thus leaving on the books only the cash and the two capital 
accounts. 

Submit calculations of inventory value and recoverable fire loss. 


Problem 212 

(Wisconsin, November, 1941) 

A jobbing company suffered a fire loss on November 1, 1941. The 
insurance companies were immediately notified, and it was also decided 
to secure the services of a certified public accountant to assist in the 
determination of the actual loss. 

The books of account were found intact and cxcej)! for certain adjust¬ 
ments are believed to represent the financial condition of the company at 
the time of the fire. The following trial balance is taken from the genera) 
ledger as of October 31, 1941. 


Thial Balance, Octdiucii 31 

Cash. \ 

Accounts receivable. 

Reserve for doubtful ancouiita. 

Merchandise inventory, January 1, 1J41. 

Investment securities. 

Land. 

Buildings. 

Reserve for depreciation. 

Equipment. 

Reserve for depreciation. 

Unexpired insurance. 

Notes payable. 

Accounts payable. 

Capital stock. 

Surplus. 

Merchandise sales. . - 

Discount on purchases. . . ... 

Merchandise purchases. 

Operating expenses (control).. 

Interest expense. ... 


11)41 

27,609.47 

97,321.16 

149,561.15 

25,359.00 

14,130.00 

165,808.85 

71,691.67 

4,186.75 


583,638.90 

13,910.32 


3,653.00 


14,567.00 

19,187.50 

30,500.00 
45,891.56 
200,000.00 
63,533.04 
772,796.00 
4,319.17 


1,260.00 


Totals 


11,154,477.27 $1,154,477.27 
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The following facts were obtained upon further investigation: 


Unexpired insurance, October 31, 1941. $2,954.00 

Accrued operating expenses. 6,475.00 

Accrued interest expense. 167.50 


Purchase invoices amounting to $2,745 had been recorded in the pur¬ 
chases register but the actual merchandise covered by these invoices was 
still at the freight depot. 

Sales invoices to the amount of $1,800 had been entered but the mer¬ 
chandise had not been shipped and was destroyed by the fire. 

Depreciation at the rate of 2 per cent per annum is to be taken on the 
buildings and at 5 per cent on the equipment. 

It was agreed by all parties that 30 per cent of sales was the correct 
gross profit percentage to be applied in order to determine the value of 
the inventory destroyed after the above adjustments had been made. 
The sound value of tlie buildings and equipment at the time of the fire 
was determined to be $140,000 and $00,000, respectively. 

Insurance policies, all containing an 80 per cent co-insurance clause, 
were carried on the various assets as follows: 

insuranre 
rarriril 

Buildin g.$120,000 

EquipmRiit . 30,000 

Mert’haiidisi' invi'iitnry. 100,000 


Lfi.sa 
suff Pil'd 
$10,000 
15,000 

00 % of Ociolopr 31, 
1941 inventory 


Required: 

1. Profit and loss statement to October 31, 1941. 

2. Balance sheet after the lire adjustment has been determined. 

3. Necessary entries to adjust the books for the fire loss. 

4. Itemized account of the insurance adjustment. 


Problem 213 

(Ohio, May, 1928) 

Brown and Black started a retail drug business in Dayton, Ohio, 
operating under partnership law, January 1, 1925. For two years prior 
to December 31, 1926, an accountant kept their books of account. After 
closing the books and preparing the Federal income return at December 
31, 1926, the accountant submitted the following balance sheet which it 
may be assumed is correct except for depreciation and accrued taxes: 
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Assets 


Cash on hand. $ 100.00 

Bank. 1,262.80 

Accounts receivable. 896.50 

Inventory., ]1,100.(^ 

Furniture and fixtures. 3,156.00 

Total.-. $16,5157^ 


Liabilities 

Notes payable. $ 2,500.00 

Accounts payable. 3,772.10 

Brown III d Black, i-iijiital. . . 10,243.20 


Total. 116,515.30 


After this date, Mr. Brown stated he would keep the books himself. 
As of July 1, 1927, at 2 a.m. fire was discovered in the building, and build¬ 
ing and contents were a total loss before the fire could be checked. 
Insurance was carried as follows; fire, 112,500; apportioned $10,000 to 
stock and $2,500 to furniture and fixtures, with a 90 per cent co-insurance 
clause. In addition, use and occupancy insurance was carried in the 
amount of $2,500 covering continuing noncancellable expenses and loss 
of net profit. 

Claim was duly made on the insurance company which had written 
all the insurance as follows: 


Merchandise. $12,000 

Furniture and fixtures. 2,500 

Use and occupancy. 2,500 


The use and occupancy claim Avas stated as follows: 

T^nsa of net profit while out of businoas July 1, 1927, to September 1, 1927 .... $1,200 

Necessary expenses during period—rent, clerk hire, etc. 1,300 

Total. 


At December 31, 1927, these claims had not been adjusted by the 
insurance company, and the accountant was called in to prepare the 
Federal income-tax return for the partnership. Mr. Brown submitted 
the following data to the accountant, which he stated he had prepared 
from the records of the business although he admitted his Imokkeeping 
had been a disappointment and a failure. 


Sales. .$33,450.00 

Partner’s drawings. 6,000.00 

Clerk hire. 4,450.00 

Rent. 3,600.00 

Store supplies. 350.00 

Light and heat. 384 GO 

Telephone and telegraph. 145.00 

Accountants and legal fees. 270.40 

Taxes, county. 320.00 

Insurance. 120 00 

Miscellaneous. 100.00 

Merchandise purchases. 21,466 69 

Inventory, January 1, 1927. 11,100.00 

Inventory, December 31, 1927. 7,856.69 
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On May 1, 1928, you are retained by the insurance company to deter¬ 
mine the fire and use and occupancy-losses and upon proceeding to the 
store to fulfill the engagement are told by Mr. Brown that his bank had 
requested a balance sheet at April 30, 1928, and a certified profit and loss 
statement for the four months ended that date, and while you are work¬ 
ing at the store on this other matter, he will have you prepare the required 
statements for the bank. Upon inquiry, you learn that Mr. Brown had 
abandoned the books at January 1, 1927, and had prepared the data for 
the income-tax return from an examination of canceled checks, cash 
register readings, and an account book on cash drawer disbursements, 
and your subsequent examination shows this was honestly and accurately 
prepared. For the four months of 1928, the cash journal originally used 
has been put in service again, and the following is a complete analysis of 
the footings of the cash journal which covers all transactions for the first 
four months of 1928: 



Drbils 

Cr erlits 

Furniture and fixtures 

$ 186 GO 


Notes payable.. 

1 ,000 00 


C^ash on hand.. 

41 77 


Bank . 

1 

758 40 

Accounts receivabh 


243 80 

Accounts payable 

1,100 17 


Discount earned 


164 90 

Charge sales 


4,967 50 

Cash sales 


4,395 00 

Purnhasps 

3,289 96 


Salari es 

1,360 00 


Rent 

1,200 00 


Store supplies 

126 40 


Light and heat 

16G 60 


Tidephone and telegraph 

48 10 


Taxes, county 

160 00 


Brown withdrawals 

925 00 


Black withdrawals 

925 00 



Totals $10,529 GO $10,529^)0 


The assets and liabilities which you verified at April 30, 1928, by the 
inventory method but before adjustments were as follows: 


AssHs 

Cash on hand 
Accounts recpivablr 
Inventory 

Furniture and fixtures 


Liahih ties 

$ 110 38 Bank overdraft $ 16 10 

1,118 60 Notes payable 4,000 00 

5,835 42 Accounts payable 3,842 63 

3,186 60 Brown and Blank, capital 

before adjustments 2,392 27 


Total 


$10,251 00 Total 


$10,251 00 
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In addition to the foregoing facts, you learned: 

1. Taxes paid in the first four months of 1928 covered the first half 
of 1927 personal tax. 

2. No depreciation had ever been provided on the books by the 
accountant who preceded you since the business started. 

3. The cash on hand at the date of the fire was not in the building 
when the fire occurred. 

4. The initial purchase of merchandise after the fire amounted to 
$7,518.20, and the purchases for September, October, November, 
and December were $400 more than the purchases for the first foui* 
months of 1928. 

5. The sales for the first six months of 1927 were $27,551.41. 

G. The percentage of gross profit to sales for the period preceding tlie 
fire was 43.2 per cent. 

7. New fixtures purchased after the fire amounted to $3,000 and had 
never been entered on the books although a note had been given 
on September 1, 1927, due six months from date without interest; 
neither had any adjustment been made for the fixtures destroyed. 

8. Insurance deducted on tax return for 1927 was paid on May 1, 1927, 
for one year. 

9. Any other notes owing by the partnership represent private funds 
advanced by the partners without interest. 

Prepare the required statements together with such comments as you 
wish to make to the bank and the insurance company. 

Problem 214 

(American Institute of Accountants, November, 1949) 

The E.A.P. Company is engaged in manufacturing. Its products are 
made principally from one raw material, and in order to insure uninter¬ 
rupted production, it normally maintains a substantial inventory of the 
raw material. Because of advancing prices, the company in 1 944 adopted 
the last-in-first-out method of pricing out its material requisitions, and 
thereafter valued its inventory at the prices shown by its perpetual 
inventory records. 

As of December 31, 1947, the inventory consisted of 380,000 pounds 
carried on its books at an average price of $.90 per pound. The market 
price at December 31, 1947 was $1.50 per pound. As of December 31, 
1948, the inventory was 420,000 pounds with a market price of $1.G0 per 
pound. This was carried at the prices shown on the stock records, 
270,000 pounds of this being valued at $.90 per pound and the remainder 
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at prices which averaged 351.54 per pound. The purchases during the 
year were also made at an average price of about SI.54 per pound. 

The operating accounts for the year ended December 31, 1948 included 
the following: 


Sales. 12,100,000 

Work-in-procDSS inventory January 1. 146,600 

Finished goods inventory January 1. 90,000 

Dir c et 1 ab or. 340,000 

Cost pf material used. 1,217,000 

Manufaeturing overhead. 302,000 

Work-in-proeess inventory December 31. 180,000 

Finished goods inventory December 31. 100,000 


On March 30, 1949, the warehouse in which the raw material inventory 
was stored was badly damaged by fire. The stock records were destroyed, 
but from other records the following figures were obtained: 


Sales to March 30. ®820,000 

Piirchasna of material. 551 ,425 

Direct labor. 132,400 

Manufacturing overhead. 117,600 

Work-in-process inventory March 30. 175,000 

Finished goods inventory March 30. 105,000 

Salvage value of damaged materials. 25,000 


The purchase price of raw material during the three months had 
avcragtnl $1.01 per pound with the price on March 30 at $1.(32 per pound. 
The sales price during the period had varied only with the current mate¬ 
rial, labor and overhead cost existing at date of acceptance of the order, 
as is normal in this business. 

You are to determine the amount of a claim for fire loss, assuming full 
insurance coverage. Show all computations to support your claim. 

















SECTION XXIII 


REAL ESTATE, CONTRACTORS’ ACCOUNTS 

Problem 216 

(American Institute of Accountants, November, 1941) 

Elmer and Ford are real estate speculators. They ff)rmed a syndicate 
(including themselves) for the purpose of buying 7,000 acres of land on 
which they held an option. 

They stated that this land would cost them (Elmer and Fortl) $30 per 
acre, one-third down in cash and the balance on mortgage, and that they 
believed the land could soon be sold at an advanced price. In view of 
the prospect of a quick sale, they would charge no commission or any 
profit to the syndicate for services in regard to the purchase, but at the 
time of a sale, they would charge 5 per cent of the selling price. Assume 
that profits are otherwise shared by all participants in proportion to their 
acreage. 

They interested A, U, and C: 

A tf) the oxtpnt nf $ 9,000, and allottod him 900 undivided acres 

B ti3 the extent of 34,000, and allotted him 3,400 undividi'd acres 

C to the extent of 9,000, and allotted him 900 undivided acres 

$52,000 5,200 undivided acres 

Elmer and Ford furnished the balance needed and they allotted them¬ 
selves the remaining 1,800 undivided acres for $18,000. The total of 
$70,000 constituted the one-third down, the balance being covered by 
the mortgage. 

A deed to the land was obtained, Elmer and Ford looking after all 
matters, such as receiving the money, making payments, etc. After one 
year they found a purchaser for the land at $35 per acre; he agreed to 
assume the mortgage and pay the balance of $105,000 in cash. The offer 
was accepted and the money paid to Elmer and Ford. 

Thereupon Elmer and Ford proposed a distribution, based on the 
agreement that 5 per cent commission should be deducted on the selling 
price and retained by them, as follows: 
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Proceeds 

Less 

Amount 


□f sale 

commissioii 

to each 

A 9/70. 

... $ 13,500 

$1,575 

$ 11,925 

B 34/70. 

51,000 

5,950 

45,050 

C 9/70. 

13,500 

1,575 

$9,100 

11,925 

Themaclves 




18/70. 

. . 27,000 plus 

commissi on 

36,100 

70/70 

$105,000 


#105,000 


In the meantime the members A, B, and C found out that this land 
cost Elmer and Ford only $28.50 per acre and that they paid down only 
$59,500 instead of $70,000, giving a mortgage for the balance of $140,000 
as stated. A, B, and C confronted Elmer and Ford with the facts and 
they finally admitted them to be true. After much argumentation Elmer 
and Ford agreed to make the matter right by allowing each of the 
investors in final settlement $1.50 per acre, the difference between $28.50, 
the actual price paid, and the stated cost of $30, with 6 per cent interest 
t)n this alloAvance for one year. 

At this point you are engaged by A, B, and C, as they would like to 
know what is coming to them under their agreement. 

What amount should each party receive? Draft necessary schedules 
or accounts to illustrate your answer. 

Problem 216 

(American Institute of Accountants, May, 1944) 

Prepare a balance-sheet of Moran Realty Company as at December 31, 
1943, and an income (ledger) account for year then ended, giving con¬ 
sideration to deferred and accrued items. 

On January 15, 1941, the Moran Realty Company acquired 200 acres 
of land situated on the rim of a manufacturing district, at a cost of 
$180,000. The company proposed to subdivide the land into lots for use 
as business and residential sites, after having enhanced the value of the 
location by further stimulating manufacturing development. For this 
purpose, the company donated 20 acres of land to several factories and 
agreed to provide railroad sidings for them. As an initial inducement to 
settle the area, the company also donated 5 acres to individuals for use 
as business and residence sites. 

The remaining tract of 175 acres had been improved and subdivided 
into 1,500 lots, all of which were advertised as available for sale as at 
October 1, 1942. Lot subdivisions set up for purposes of sale and the 
corresponding prices were as follows: 
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Subdivision 

Number of lots 

Selling price 

A 

600 

$400 

B 

400 

300 

C 

500 

250 


To finance the undertaking the company supplied 3580,000 of its own 
rash (for which common stock at $100 par value had been issued), and 
on March 1, 1941, obtained an additional $300,000 through the issuance 
of 5% bonds, interest payable on March 1st and September 1st. The 
bond agreement stipulated a payment of 40 of principal on or before 
October 1, 1942, and the balance on or before March 1, 1945. 

A summary of other transactions to December 31, 1943, follows: 


(’ost of providing railroad siflingfl to faL‘tnri[\s $ 12,800 

Plots and surveying. 39,000 

Cost of cutting down trees, net of incidental revenues 4,500 

Sidewalks, gradings, sewerage, and landscaping 80,000 

Redemption of bonds: 

Oct. 1, 1942 *120,000 

Sept. 1, 1943. 80,000 


200,000 

Legal and other professional fees in connection with the acquisition and 


development of the property 7,500 

Interest on bonds paid through September 1, 1943 22,000 

Sales cDimnissions, 5% payable upon jiassing of title 15,1)1)0 

Special assessmenta and rniiiiicipiil taxes (*14,700 incurred uj) to Oclober 1, 

1942) 22,000 

General and administrative expense 17,400 


The foregoing items were paid in cash in the amounts indicated. 

Lots were sold under two plans: The first plan (referred 1o as ''con¬ 
tract plan'’) required an initial payment of 20% of selling price and four 
equal quarterly payments, title passing to the purchaser on the final 
payment. The profit on such sales is recognized on the instalment-col¬ 
lection method of accounting. Under the second plan (referred to as 
“mortgage plan”), title to the lots passed at time of sale, with the 
company receiving 30% of the selling price as a down payment and a 
purchase-money mortgage for the balance maturing two years from date 
of sale, interest at G %, payable semiannually. The profit on these sales 
is recognized when title passes. 

Lots were sold according to agreements dated October 1, 1942, and 
April 1, 1943, under the two plans, as follows: 
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Total 


Number sold under 
“Contract Plan'" 


Number sold under 
“Mortgage Plan" 


Subdivision 

Number 

Sold 

Oct. 1, 
1942 

April 1, 
1943 

Oct. 1, 
1942 

April 1, 
1943 

A 

600 

100 

125 

250 

125 

B 

340 

120 

80 

80 

60 

C 

460 

200 

40 

150 

70 


1,400 

4^ 


4^0" 



Principal and interest payments on sales Avere received regularly as 
they became due. It is believed unlikely that defaults, either as to 
principal or interest, will occur in the future. 


Problem 217 


(Wisconsin, November, 1941) 

The A Company is engaged in liquidating real-estate holdings and 
other assets. Comparative balance sheets at December 31, 1939, and 
December 31, 1940, and a complete analysis of every balance sheet 
account (except cash) are presented below. You are required to prepare 
a statement of receipts and disbursements which reconciles the total of 
cash and marketable securities at December 31, 1939, with the total of 
these items at December 31, 1940. Submit your solution in the form 
prescribed in either 1 or 2 below: 

1. Prepare a columnar working paper which shows (a) the required 
analysis of receipts and disbursements and (b) details of the adjust¬ 
ments necessary to determine the net Cash operating loss for the 
year. 

2. Prepare (a) the required statement of receipts and disbursements 
in such form as it might appear as a schedule appended to an 
accountant’s report and (h) a detailed listing of the adjustments 
necessary to determine the net cash operating loss for the year. 


The a Comtany 
Balance sheet 


Farm real estate owned. 

Farm real estate owned, subject to optional agreements to 

sell. 

Land contracts receivable. 

First real-estate mortgage loans. 

City real estate owned. 

First real-estate mortgage judgments. ... ... 


December 31 

l^J " 

^ 712,300 $1,250,500 

41,400 100,200 

100,300 146,000 

24,250 54,500 

31,[)50 43,200 

18,350 
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December 31 



— 

1940 

1939 

Advances for taxes, insurance, etc , on first-mortgage loans $ 

850 

S 1,100 

Marketable securities 


10,600 

34,100 

Cash on hand and in banks 


64,425 

65,800 

Totals 

SI,04b 075 

*1,720,350 

Mortgages payable 

$ 

750 

« 2,400 

Common stock 

3,75b,000 

3,831,100 

Deficit 

(2,710,1)75) 

(2,113,150) 

Totals 

351, 

o 

o 

351,720,350 

Faum Rilal Esiaie Ownfd 




Halancp, DcLcmher 31, 1939 



$1,256 500 

Add 




Transferred from mortgages upon foriLlosurr 


$ 2 ^00 


Transferred from judgments 


() 000 


Transferred from land contracts 


3 950 


Additions to buildings, etc , paid m cash 


2 200 


Transfers from advances for taxes, insurinrp, dr 


1 300 


Tiansfirs from real estate held under optional agret iiuiits to 



sell 


8 350 

24,300 




$1,280,800 

Deduct 




Property sold on land contract 


$ 27,000 


Property disposed of for first mortgages 


1,250 


Cash received 


45 000 


Loss on sale of real estate charged to profit and loss 


47 325 


Commissions charged to profit and loss 


4 950 


Write-downs charged to deficit account 


442 975 

5(iH 500 

Balance, Deetmber 31, 1940 



% 712,300 

The cash received, 1^45,000, represents the net rash iid 

iv(‘d from 

brokers after deducting their commissions of 14,950 



Real Estate Owned Subject to Optionai Ai.ui emlntb jo 

Si 11 

Balance, Deeember 31, 1939 



$100,200 

C ash received during prior year irediti d to profit and loss 

on tan- 


i ellation of agreement 



825 


mO] ,025 

Deduct 

Property transferred to farm real estate owned on eaiicpllation 


of agreements 35 8,350 

Farms sold on land contract 4,200 

Cash received 5,Q50 

Loss on sale of real estate charged to profit and loss 9,500 

Wnte-down charged to deficit account 31,625 5 9,625 

Balance, December 31, 1940 ® 41,400 
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Land Contracts Receivable 
Balance, December 31, 1939 


$146,600 

Add: 

Transferred from real estate—farms owned 

$27,000 


Transferred from real estate owned subject to optional agree¬ 
ments to sell 

4,200 


Transferred from city real estate owned 

8,600 


Interest on land rontract 

5,225 

45,025 



$191,625 

Deduct: 

Cash collections 

$25,000 


Land contractb suriendered and returned to real estate 

3,950 


Loss on contract settlements charged to profit and loss 

1,800 


Mortgage payable assumed by buyer in payment of balance of 
land contract 

575 

31,325 

Balance, December 31, 1940 


$160,300 


The company follows the practice of crediting the total payments on 
land contracts, which includes payments on principal and interest, to 
land contracts receivable The amount of interest received is then 
transferred to profit and loss, and the interest is not accrued until 
collected. 

PlRST MoRTGAGEb 

liahince, Diii'cmbei 31, 1939 $54,500 

Add. 

Transferred from farm real rstatr, property sold under first mnrt- 


gage 

$ 1,250 


Transferred from advances for taxes, insurance, etc 

1,525 

2,775 



$57,275 

Deduct: 

Cash collections 

$18,550 


Transferred to real estate mortgage foreclosed 

2,500 


IjOSb on settlements charged to profit and loss 

11,975 

33,025 

Balance, December 31, 1940 


$24,250 

City Real Estate Owned 

Balance, December 31, 1939 


$43,200 

Deduct: 

Depreciation charged to profit and loss 

. $ 625 


Cash received 

1,050 


Transferred to land contracts receivable 

8,600 


Iaibb on sales charged to profit and loss 

975 

11,250 

Balance, December 31, 1940 


$31,950 

First Real-estate Mortgage Judgments 

Balance, December 31, 1939 


$18,350 

Add: 

•Cash disbursements for taxes, etc 


925 

$19,276 
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Deduct; 

Cash collections. $g, 150 

Transferred to real estate. 6,000 

Loss on settlement charged to profit and loss. 4,125 19,275 

Balance, December 31, 1940 . 0 

Advances for Taxes, Insurance, Etc., FiRs^r-MORTOAOE Loans 

Balance, December 31, 1939. $1,100 

Add 

Cash advance. 2,575 

$3;675 

Deduct; 

Transferred to farm real estate. $1,300 

Transferred to first-mortgage loans. 1,525 2,K25 

Balance, December 31, 1940. $ 850 

Marketable Securities 

Balance, December 31, 1939. $34,100 

Deduct; 

Cash received on sale. $20,000 

Write-down of stock to market value charged to deficit account. . 3,500 23,500 

Balance, December 31, 1940. $10,600 


Mortgace Payable 

Balance, December 31, 1939. $2,400 

Deduct; 

Mortgage assumed by buyer in payment of balance of land contract $ 575 

(^ash paid on principal. 1,075 1,650 

Balance, December 31, 1940. $ 750 

CCommon Stock 

Balance, December 31, 1939. $3,831,100 

Deduct; 

Liquidating dividend paid. 75,100 

Balance, December 31, 1940. $3,756,000 

Defiiut Alcdunt 

Balance, December 31, 1939. $2,113,150 

Add; 

Write-down of farm real estate. $442,975 

Write-down of real estate owned subject to optional agree¬ 
ments to sell. 31,625 

Write-down of investments. 3,500 

D)Sh for year.. . . 119,425 597,525 

Balance, December 31, 1940. $2,7 10 ,675 

Problem 210 

(American Institute of Accountants, May, 1947) 

From the following information, prepare a balance-sheet aa at Decem¬ 
ber 31, 1944, in accordance with the authorization of board of directors 
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referred to below. Your adjustments should be clearly keyed by letters 
or numbers on your working trial balance. 

The Construction Corporation is engaged in a variety of construction 
work under contracts, the collections on which are made on the basis of 
engineering and architects’ estimates as to stage of completion. Custom¬ 
ers usually retain a percentage of the amount of each estimate pending 
completion of the contract. 

Gross profit on contracts has been shown in the books and financial 
statements m the year of completion Since expeiience has shown the 
loss on contracts to be negligible, the board of directors authorized the 
restatement of the accounts on the basis of accruing income in proportion 
to completion of contracts during 1944. 

A trial balance of the general ledger of Construction Corporation at 
December 31, 1944, is as follows: 


Dr 


Cash 

ImprBst work funds 

Earned receivables—billings bisid on i ngiiu ers’ and arehi- 
teets’ eertifieales 
Retained percentages receivable 
Postwar excess-profits tax refund ciedii 
Advance purchases 
Prepaid insurance 

Investment m subsidiary eoinpinv (Jones Sand Co , Ine ) 
Advances to subsidiary company (Jones Sand Co , Tnc ) 
Land 
] hill dings 

Marhinery and equipment 

Reserve for depri nation —buildings, marhinery, and equip¬ 
ment 

Notes payable to banks 
Accounts payable —trade 

p]stimated ft deral income and excess-profits taxes payable 
Accrued taxes —other than federal taxes on imome 
Accrued expenses 

Purchase money mortgages payable June 30, 1046 
Common capital stock 
Capital surplus 

Earned surplus, January 1, 1944 
Contract sales—billed revenues 
Cost of contracts in progress 
Cost of contracts completed 
Administrative and general expenses 
Ih'ovision for federal income taxes—1D44 


% 210,100 
10,000 

315,000 
110,000 
32,000 
220,000 
31,000 
100,000 
48,000 
60,000 
240,000 
1,375,000 


612,000 

1,828,000 

175,000 

150,000 


Cr 


I 700,000 
10,000 
200,000 
150,000 
25,000 
22,500 
200,000 
125,000 
275,000 
318,600 
3,370,000 


$5,516,100 15,516,100 
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Relevant data: 

1. Summary of construction in progress: 


January 1, 1944 

Total Balanct* 1944 



Contract 

% of 


9'. of 


Contracts 

Price 

Completion 

Cost 

Completien 

C'nst 

A 

$1,200,000 

85 

$814,000 

15 

$119,000 

B 

1,300,000 

40 

305,000 

14 

107,000 

C 

900,000 


— 

35 

200,000 

D 

500,000 


— 

100 

375,000 

E 

450,000 


— 

loo 

340,000 

F 

240,000 


— 

100 

180,000 


2. The balance of ®3,370,000 in "contract sales-biJlrd rcAenues" 
account represents (a) the total of completed contrac'^s billed in 1944 
plus (b) incomplcted contracts billed, asfolloAvs: 

Contract B. 1675,000 

Contract C. 305,000 

$! mo,oqo 

3. In its federal income-tax returns, the company reports contract 
gross profit on the basis of completed contracts. An estimated federal 
income-tax liability of $150,000 had been provided for in the accounts 
during 1944. The effective tax rate for 1943, 1944, and 1945 may be 
considered as being 40% of net income (disregard interest on any prior 
years’ income taxes and the applicability of any other sections or proT'i- 
sions of the Internal Revenue Code). 

4. Construction Corp. is using equipment of its wholly OAvnerl subsidi¬ 
ary, the Jones Sand Co., Inc., on Contract C, and in lieu of rent is allow¬ 
ing that company 50% of the gross profit on the contract, after deducting 
such rental charge. Such allowance is not shown in the accounts. 

5. The corporation made advance payments for equipment; these 
appear as charges in the advance purchases account as follows: 


Ca,sh advanced for machines not received. I 40,000 

Cash advanced for machines received in December, 1944, and in yard. 70,000 

Credits to trade accounts payable for machines completed, billed, and held 

by vendors—not paid for. 110,000 


1220,000 


Problem 219 

(Wisconsin, November, 1940) 

A Corporation purchased a number of properties on October 15, 1940, 
located in the city of X as follows: 
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The John Jones property is a six-apartment building with all apart¬ 
ments rented. The rental situation is as follows; 


Tenant 

Monthly 

( 

Rent 


rental 

paid to 


Os par Ott 

$40 

November 1, 

1040 

Frank Witt 

40 

September 1, 

1940 

George Oaks 

45 

November 1, 

1940 

William Sell 

50 

December 1, 

1940 

Alfred Jones 

45 

October 1, 

1940 

John Wilbur | 

40 

November 1, 

1940 


The insuranrc poliries on this property are as folloAVs: 



Amount 

Premium 

b^\j)iration 

\pr'idpnt Insurance Vo 

$15,000 00 

$71 25 

OclDber 15, 1941 

\orth Insurance Vo 

10,000 00 

57 00 

April 1, 1912 

I<iast Insurance Vo 

5,000 00 

28 50 

June 1, 1941 


The Clear View Apartments rontains 12 apartments with the rental 
situation as follo^\s; 


Apaitinrni 

Monthly 

Rent 

No 

lental 

paid to 

1 

$05 

October 1, 1940 

2 

50 

November 1, 1910 

3 

45 

November 1, 1940 

4 

05 

November 1, 1940 

5 

(>0 

December 1, 1940 

6 

75 

Novernbei 1, 1940 

7 

50 

Jaiiuaiy 1, 1941 

8 

05 

Novendier 1, 1940 


Vacant 


10 1 

45 

November 1, 1940 

11 

40 

November 1, 1940 

12 

Vacant 



^JTie insurance pfilicies on this propeity are as follows: 



Amount 

Premium 

Expiration 

North Insurance Co 

$20,000 00 

$105 00 

February 15, 1942 

blast Insurance Co 

15,000 00 

76 25 

DecemberlS, 1941 

Accident Insurance Co 

25,000 00 

131 25 

June 1, 1941 
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The George Fisher property is an apartment building containing eight 
apartments with rentals as follows: 


Tenant 

Monthly 

rental 

Rent 
paid to 

Geui'Ke Wilann. 

$35 

November 1, 1940 

Vacant 



John Smith. 

50 

November 1, 1940 

harry Jones. 

50 

October 1, 1940 

Vacant 



William Frank. 

00 

November 1, 1940 

James Orth. 

35 

December 1, 1940 

Vacant 




The insurance policies on this property are as follows: 



Amount 

Premium 

INpi ration 

North River Insurance Go. 

$10,000.00 

»li2.50 

January 1, 1941 

Milwaukee Insurance Go. 

10,000.00 

(12.50 

February 20, 1942 


The Joseph Just property is a duplex rented as follo\^^s: 


Tenant 

Monthly 

rental 

Rent 
paid to 

John Me draw. 

$80 

70 

Novembiu’ 1, 1940 
tk'pl eml)er 1, 1 940 

Earl Taylor. 



The insurance policies on this property arc as follows: 




Amount 

Premium 

Premium 
paid to 

The Grand Insurance Go. . . 


$8,000 

$44 

June 19, 1943 

Allis Fire Insurance Co. 


0,000 

33 

March 12, 1941 


All insurance was taken out for three 3 '^ears. 

The life of each property as estimated by the former owner appears 
fair and reasonable and is to be accepted. 

A settlement separate from the purchase price is to be made betAveen 
the buyer and the seller in respect of insurance premiums and rentals as 
at the date of purchase. 
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For the sake of simplicity, amortization on the leasehold is to be com¬ 
puted on a straight-line basis. 

Set up the properties on the books of the A Corporation as well as the 
accruals. 

State the annual depreciation on each property on the books of the 
corporation. 



SECTION XXIV 


VALUATION OF FIXED ASSETS 
Problem 220 

(American Institute of Accountants^ Novcml)cr, 1941) 

A depreciation schedule for auto trucks of the Way Mfg. Co. was 
requested by an income-tax revenue agent soon after December 31, 1940, 
showing the additions, retirements, depreciation, and other data affect¬ 
ing the taxable income of the company in the four-year period 1937 to 
1940, inclusive. The following data were ascertained; 

Balance of auto trucks account Jan. 1, 1937: 


Trurk No. 1 purrhasrd Jan 1, 1934, post $2,000 

Trunk No. 2 piirehasc'd July 1, 1!)34, cost 1,800 

Trunk No. 3 purrhabod Jan. 1, 1936, cost 1,200 

Trunk No. 4 purnhasod July 1, 1936, post 1 ,000 

Balaiino Jan. 1, 1937 $6,000 


The auto trucks depreciation reserve account previously adjusted by 
a revenue agent to January 1, 1937, and duly entered in the ledger, had 
a balance on that date of $2,440 being depreciation on the f[)ur trucks 
from the respective dates of purchase, based on a five-year life. No 
charges had been made against the reserve prior to January 1, 1937. 

Transactions between January 1, 1937, and December 31, 1910, and 
their record in the ledger were as follows: 

July 1, 1937. Truck No. 1 was sold for $600 cash; entry debited cash 
and credited auto trucks, $600. 

January 1, 1938. Truck No. 3 Avas traded for a larger one (No. 5), fhi‘ 
agreed purchase price of which was $1,600. The Way Mfg. Co. paid 
the automobile dealer $780 cash on the transaction. The entry was a 
debit to auto trucks and a credit to cash, $780. 

July 1, 1939. Truck No. 4 was damaged in a wreck to such an extent 
that it was sold as junk for $50 cash. Way Mfg. Co. received $300from 
the insurance company. The entry made by the bookkeeper was a 
debit to cash, $350 and credits to miscellaneous income $50 and auto 
trucks $300. 

July 1, 1939. A new truck (No. 6) was acquired for $1,200 cash and was 
charged at that amount to the auto trucks account. 

41? 
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Entries for depreciation had been made at the close of each year as 
follows: 1937, 51,200; 1938, $1,076; 1939, $1,076; 1940, $1,246. 

(a) For each of the four years calculate separately the increase or 
decrease in net profits arising from the company’s errors in determin¬ 
ing or entering depreciation or in recording Iranbactions affecting 
trucks, ignoring any effect that income-tax regulations concerning 
gain or loss on trade-ins may have on the profits. 

(b) Prove your work by one compound journal entry as of December 31, 
1940, the adjustment ot the auto trucks account to reflect the correct 
balances as revealed by the income-tax schedule, assuming the books 
have not been closed for 1940. 

Problem 221 

(American Institute of Accountants, May, 1943) 

Among the wholly owned subsidiaries of a holding company are the 
Service Company and the Operating Company. 

The Service (’ompany undertakes the construction and maintenance 
work of the various other constituents and charges them cost plus 10%. 

The Operating Company's books show a balance of $553,879.59 in 
property account, in substance matle up as follows: 

1933 Original plant $385,492 55 

1935 IMcnsion 138,875 44 

1940 Replapianrnts 29,541 00 

$553,879 59 

In 1940 part of the original plant, costing $25,248.30 had been retired, 
but plant account w’as not adjusted. Salvage of $2,525.00 Ava.^ collected 
and credited to 1940 income. The retired plant was immediately 
replaced at the above-stated eost of $29,541.60. 

The plant lias an estimated useful life of 20 years and after 1953 will be 
held in its entirety as stand-by equipment. It was estimated that the 
original plant would then have a salvage value of $20,000, whieh estimate, 
on account of the 1935 extension, was increased to $25,000. After 1953 
it will be permanently carried at tlie latter amount. 

On December 31, 1942, the reserve for depreciation was $225,018.71 of 
which $27,693.98 had been provided in 1942, namely 5% of the balance 
of $553,879.59 in property account. 

Maintenance charges of $22,440 had been made by the Service Com¬ 
pany in 1942 and $163,900 in previous years. 

Prepare: 

1. A summary of the Operating Company’s adjusted property account 
and reserve for depreciation. 
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2. The entries for any adjustment of the two companies’ balance-sheets 
prior to their consolidation with the holding company’s and other 
subsidiaries’ accounts. 

Problem 222 

(American Institute of Accountants, November, 1944) 

Acme Company 

Using the given information, prepare corrected property and related 
accounts o’f the Acme Company as at January 1 , 1943 and December 31, 

1943. 

The Acme Company commenced business on July 1, 1939. The prop¬ 
erty and related accounts appear in its general ledger as follows: 

Property Account 

7/1/39 Cost. $100,000 4/1/42 Rptirmimt of Unit A 

1/2/41 Appraisal write-up. 40,000 at cost. $ 8,000 

1/2/42 Addition—Unit B. 22,000 7/1/43 Sale of all properties. . 158,000 

11/1/42 Flood damage. 4,000 

Beserve for Depreciation—Property 

4/1/42 Beinoval of reserve for 12/31/3!) To d('j)rociatioii. $ 2,000 

Unit A. $ 800 12/31/40 '' " . 4,000 

7/1/43 Sale of all properties. . . 17,120 12/31/41 5,000 

12/31/42 “ “ . 0,320 

Capital Surplus Account 

4/1/42 Loss on retirement Unit 1/2/41 Appraisal write-up. ... $ 40,000 

A (Net book value, $7,200 7/1/43 Profit on sale of all 

less proceeds $4,500). $ 2,700 properties. 5,140 

Additional facts: 

An appraisal report dated January 2 , 1941, states that the replacement 
cost new of the property on that date was S 140,000 and that it had an 
estimated life of 18}^^ years from January 2 , 1941. 

The addition made on January 2 , 1942, was estimated to have a life 
of eight years. On May 1, 1943, all property was sold for $146,020. 
This sale was incident to a change in the location of the company and the 
rental of new premises. 

The minutes of the board of directors meetings contain a resolution with 
respect to accounting policy to the effect that annual depreciation charges 
from July 1, 1939, should give effect to the appraisal of January 2 , 194L 

Problem 223 

(American Institute of Accountants, November, 1949) 

The B. C. Manufacturing Company started in business on January 1 , 

1944, by acquiring three machines having a cost of $5,240, $4,000 and 
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$4,400, respectively. Since that date the company has computed depre¬ 
ciation at 20% on the balance of the asset account at the end of each 
year, which amount has been credited directly to the asset account. All 
purchases since January 1, 1944 have been debited to the machinery 
account and the cash received from sales has been credited to the account. 

The following transactions took place: 

(a) On September 30, 1944, a machine was purchased on an install¬ 
ment basis. The list price was $6,000, but 12 payments of $600 each 
were made by the company. Only the monthly payments were recorded 
in the machinery account starting with September 30, 1944. Freight 
and installation charges of $200 were paid and entered in the machinery 
account on October 10, 1944. 

(b) On June 30, 1945, a machine was purchased for $8,000, 2/10, N/30, 
and recorded at $8,000 when paid for on July 7, 1945. 

(c) On June 30, 1946, the machine acquired for $5,240 was traded for 
a larger one having a list price of $9,300. An allowance of $4,300 was 
received on the old machine, the balance of the list price being paid in 
cash and charged to the machinery account. 

(d) On January 1, 1947, the machine vhich cost $4,400 was sold for 
$2,500, but because the cost of removal and crating was $125, the machin¬ 
ery account was credited with only $2,375. 

(e) On October 1, 1948, the machine purchased for $4,000 was sold 
for cash and the cash received was credited to the account. 

(f) The balance of the account on January 1, 1948 was $14,505.50, 
and on December 31, 1948, after adjustment for depreciation, it was 
$10,644.40. 

The company has decided that its method of handling its machinery 
account has not been satisfactory. Accordingly, after the books were 
closed in 1948, the management decided to correct the account as of 
December 31, 1948, in accordance with usual acc-ounting practices, and 
to provide depreciation on a straight-line basis with a separate reserve 
account. Straight-line depreciation is estimated to be at the rate of 10% 
per annum computed on a monthly basis, over one-half of a month being 
considered as a full month for this purpose. 

You are required to prepare in good form: 

1. A schedule showing the balance of the machinery account and of 
the reserve for depreciation account as of December 31, 1948 on the 
revised basis. 

2. A schedule of gain and loss on disposal of assets during the five-year 
period. 

3. A computation of the corrected depreciation expense for the year 
1948 on the new basis. 

You are not to consider income-tax procedures in your solution. 
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Problem 224 

(Maryland, November, 1943) 

The Red Cab C^ompany begins business on January 1, 1939, with a 
fleet of 100 new cabs which cost $1,000 each. The company decides to 
adopt the "retirement policy" of dealing with depreciation. The inten¬ 
tion under this policy is to avoid accruing of depreciation and to charge 
operations directly with the cost of taxis retired less the amount of net 
salvage realized. The fleet is maintained at 100 units continuously; i.e., 
whenever a unit is retired, a new car is acquired to take its place. 

The record for four years is as follows: 



No. of 

Cost of 

('hargpd 

Salvage 

Cab account 

Yoar 

uiiiLs 

unita 

to 

and 

balance, 


rrtirod 

added 

operations 

allowances 

Dec. 31 

1930 

3 

$ 3,150 

$ 2,050 

$ 1,100 

$100,000 

1940 

20 

20,000 

15,000 

5,000 

100,000 

1D41 

65 

68,250 

58,250 

]0,000 

100,000 

1942 

30 

36,000 

30,000 

6,000 

100,000 


As is shown by the foregoing data, operations were chargeil Avitli 
replacement costs (less salvage) rather than with the cost of units retired. 
A study of "salvage and allowances" shows that these figures consist 
entirely of allowances made by the distributor for retired units turned in 
when new units are actpiired, and that such figures on the average exceed 
the actual cash value of old unils turned in hy 20 per cent. "Cost of 
units added" is the sum of the actual cash expended for new cars "plus 
salvage and allowances." 

Required; 

1. Adjusting entry as of necember 31, 1942, in order to bring the 
accounts into agreement with the original plan of the management. 

2. Submit an alternative plan of depreciation, asvsuming a rate of 30 
per cent per annum applied to original cost; retirements and replace¬ 
ments occur simultaneously at December 31. CaV)s are retired on 
a first-in first-out basis. Salvage and allowances apply uniformly 
to all units retired, and the retirement losses and gains are adjust¬ 
ments of operating expenses. Your work sheet must show the 
opening balances and all subsequent additions thereto, the deprecia¬ 
tion wTitten off by years, as well as the accumulation of the reserve. 
Furthermore, the work sheet must be in such form that it can be 
forwarded in your files for continuation in future years. 
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3. Give adjusting entries which would be necessary as of January 1, 
1943, to place the accounts of the company on the basis outlined 
under 2. 

4. Prove the balance in the allowance for depreciation as established 
under 3. 


Problem 226 

(New York, October, 1941) 

Prepare work papers and adjusting journal entries for the following: 

On January 1, 1936, the Sun Manufacturing Co. was organized to take 
over the business of two other companies. The authorized capital stock 
was 15,000 shares of $100 par value. The machinery of the two old 
companies was taken over at the appraised value of $750,000, and 7,500 
shares of capital stock were issued therefor. The other 7,500 shares were 
sold for cash at par to provide working capital. The company operated 
in a rented building and, in each of the first three years, sustained operat¬ 
ing losses. For 1939, however, a profit of $200,000 was shown by the 
books and reported in the Federal income-tax return. Subsequently, the 
records were examined by an internal revenue agent, who advised the 
president of the company that an additional tax would be assessed on 
$54,600 of additional taxable income resulting from an adjustment of 
depreciation charges, although he accepted the 10 per cent rate and the 
use of the balance at the beginning of the year as the base for calculating 
depreciation. 

You are called upon for advice and furnished Avitli the following 
abstract of the machinery account: 


Debits Credits 


1936 Capital stock. 

. $ 750,000 


Cash. 

100,000 $ 

20,000 

Depreciation. 


75,000 

1937 Cash. . . 

. 150,000 

10,000 

Depreciation. 


83,000 

1938 Appraisal January 1 . . 

. 500,000 


Cash. 

. 200,000 

50,000 

Depreciation. 


147,000 

1939 Cash. 

. 100,000 

10,000 

Depreciation. 


162,000 

December 31 Balance. 

. 1 

,243,000 

Totals. 

$1,800,000 $1 

,800^000 


You also obtain copies of the appraisals at January 1, 1936, and 
January 1, 1938, and the following information regarding machinery 
sold or scrapped: 
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In the year 1936, machinery included in the appraisal of January 1, 
1936, and valued at $30,000, scrapped or sold, realized $20,000, and $500 
was spent in tearing it down and preparing it for shipment. 

In 1937, machinery appraised at $14,000 as at January 1, 1936, was 
sold for $9,500, and a stamping machine bought in 1936 for $2,000 was 
scrapped and sold for $500. The expense of tearing down this machinery 
and preparing it for shipment was $300. 

In 1938, the hydraulic presses, included in the appraisal of January 1, 
1936, and valued at $70,000, were sold for $45,000 to make room for more 
modern equipment. The expense of tearing down and preparing for 
shipment was $750. These presses were valued at $75,000 in the apprai¬ 
sal of January 1, 1938. 

Special machinery bought in 1936 for $10,000, which was appraised 
at $15,000 on January 1, 1938, was sold during 1938 because the Avork 
for which it was purchased was no longer performed by the company. 
The company received $5,000 from the sale, and $250 was spent in 
removing the machinery and shipping it to the purchaser. 

In 1939, miscellaneous machinery included in the appraisal of January 
1, 1936, at $15,000 and in the appraisal of January 1, 1938, at $16,000 was 
sold for $9,000. Preparation for shipment cost $250. 

A special machine purchased in 1937 for $2,000 was sold in 1939 for 
$1,000, the purchaser paying all freight and dismantlement charges. 



SECTION XXV 


MISCELLANEOUS 

Problem 226 

(Maryland, November, 1944) 

The Acme Machine Works employs six men in its lathe department. 
The regular wage rate is $1 per hour for a 40-hour week and time and a 
half for overtime. The foreman’s rate is $1.50 per hour and time and a 
half for overtime. During the week ending Thursday, December 21, 
1944, the time tickets show that all employees of the department worked 
10 hours per day and, in addition, a half day (4 hours) on Saturday except 
Rowe, who was sick on Monday, Tuesday, Wednesday, and Thursday. 

Prepare a weekly payroll with the following columns: 


Name 

Daily Time 

Hours 

Rate 

Total 


Isl 




w 

T 

Regular 

Overtime 

per Hr. 

Earnings 















Withholding Tax 

Deductions 

Net Amt. Payable 

Exemption 

1 Amt. Taxable 

W. Tax 1 

1 OAB 












Form W-4 employees withholding tax exemption certificates indicate 


the following weekly exemptions: 

Eby. »12 

Dunn (foreman). 30 

Jamison. 12 

Jones. 36 

Lane. 24 

Rowe. 24 


The Victory tax exemption is $624 per annum or $12 per week. 
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The earningB record shows the following accumulated earnings for the 


Eby. 

. 12,850 

Dunn. 

. 3,540 

Jamison. 

. 3,300 

Jones. 

. 2,800 

Lane. 

. 1,500 

Rowe. 

. 3,100 


Payroll tfix rates are as follows; 


Old-ago benefit: 

On employer. 1% 

On employee. 1% 

Withholding tax. 20% 

Unemployment insurance: 

State. 2.7% 

Federal. 0.3% 


From the payroll totals prepare journal entries as of December 22, 
1944, recording: 

1. Accrual of productive labor. 

2. Payment of wages as well as the employer's liability for payroll 
deductions. 

3. Liability for accrued unemployment tax. 


On Saturday, December 23, all employees who had been in the employ 
of the firm for a full year were given a bonus of $50 cash after all tax 
deductions. Lane and Eby have not been with the firm for a full year, 
but the remaining employees earned full time throughout the year. 

Prepare separate payroll and journal entries for the bonus. 

A premium for workmen’s compensation insurance was charged to 
prepaid compensation insurance, and it is desired to absorb the premium 
into the burden account in an amount proportional to the payroll. The 
premium rate is $1.50 per hundred based on actual hours at the regular 
wage rate, as exposure to risk does not increase one and a half times like 
the pay for overtime. 

Make a journal entry for the amount of the premium to be written off 
for the current week, the bonus to be included in regular wages. 


Problem 227 

(Maryland, November, 1944) 

The following transactions were made by the Calvert Investment Co. 
during the fiscal year ended June 30, 1944: 
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1. On April 15 the company subscribes for a block of 4 per cent mort¬ 
gage bonds (maturity value JIO^OOO) of the Union Electric Com¬ 
pany at a price of 102 and accrued interest. The annual yield 
rate is 3.8 per cent. The bonds are dated April 1, and interest is 
payable every six months. 

2. April 30 the bonds referred to under 1 are received, and a check 
for the proper amount is issued. 

3. On October 1 the first coupons on bonds referred to under 1 and 2 
are collected. 

4. On June 10 rights to subscribe for 100 shares of Stainless Steel Co. 
stock at $39 per share are received applicable to a block of 1,000 
shares acquired earlier at a cost of $30,000. The market value of 
the stock “rights on“ is $50 per share. 

5. On June 30 the company exercises the rights referred to under 4. 

6. On December 1 the company sells the new stock of the Stainless 
Steel Co. acquired by exercising rights (sec 4 and 5) for $44 per 
share. Selling costs are $30. 

7. The company owns 1,000 shares ol Food Products Co. stock 
acquired February 1 at a cost of $8 per share. On May 1 the Food 
Products Co. declares a dividend of 20 cents per share, one-half of 
which is designated as a capital distribution. On May 31 a check 
for this dividend is received. 

8. July 1 the company establishes a trading account with Jirown 
& Co., brokers, and makes a deposit of $15,000. 

9. 200 shares of Midvale Steel common stock are purchased July 5 
through Brown & Co. at $50 per share. Brokerage $50. 

10. 300 shares of Midvale Steel common stock arc sold (100 short) 
through Brown & Co. on November 1 at $53 per share. Brokerage 
and other charges $80. 

11. On December 10, 100 shares of Midvale Steel common are pur¬ 
chased at $45, Brokerage is $25. 

Required: Journal entries covering the foregoing transactions, including 
necessary adjustment entries on June 30. 

Problem 22B 

(American Institute of Accountants, November, 1947) 

Prepare from the information which follows: 

(a) a statement of the company's loan account with X Bank for the two 
months of September and October, 1947; 

(b) a statement showing quantities of purchased materials covered by 
trust receipts at October 31, 1947; 
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(c) a statement of the balance of the Assigned Accounts Receivable 
account at October 31, 1947; 

(d) a statement showing the quantity of the company's product in 
inventory at October 31, 1947. 

The ABC Company started business on September 1, 1947. On that 
date it entered into an agreement with the X Bank to finance the pur¬ 
chase of a commodity under a trust receipt arrangement. Under the 
terms of thp agreement, the suppliers of the ABC Company draw drafts 
against the X Bank for all shipments to the company's plant. The com¬ 
pany then gives the bank a trust receipt for each shipment. 

In converting the commodity purchased into the product which it sells 
the company sustains a quantity loss of four percent, adjustment for 
which is made when remittances to the bank are made. 

All shipments from the plant are charged to Assigned Accounts 
Receivable and remittances to the bank for the purchased quantities used 
in such shipments are made as the assigned accounts receivable are col¬ 
lected. (Other sales of the company which result from direct shipments 
from their suppliers to their customers are not financed by the bank.) 
Remittances to the bank are based on an ^‘average price per pound." 
For the first half of September a price of $.1475 per pound was agreed 
upon. For each succeeding half month period the "average price" is to 
be calculated by dividing the dollar balance in the loan account at the 
beginning of such period by the number of pounds for which the company 
has not paid at the same date. 

The books of the company reflect the following for the period from 
September 1, 1947, through October 31, 1947: 

Sales and CollectiDns on 

Purchases Assigned Accounts Receivable 

Financed by X Bank Sales rolleclions 


Pounds Amount Pounds Amount Pounds Amount 

Sept.- Is I half. 360,000 .1552,800 250,000 $42,040 183,000 .$30,875 

Sept.—2iul half. 126,000 18,510 150,000 25,000 165,000 27,500 

Oct.—1st half. 135,000 20,025 150,000 25,125 110,000 18,425 

Oct—2nd half. 85,000 12,450 75,000 12,525 150,000 25,100 


At October 31, 1947, there were 23,708 pounds of unconverted material 
on hand in the plant. 

Problem 229 

(American Institute of Accountants, May, 1945) 

From the information submitted hereinafter, determine net income 
(before federal taxes on income) of Ace Co., Inc. for 1944 in conformity 
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with generally accepted accounting principles and prepare a reconcilia¬ 
tion of such net income and normal tax net income 

The statement, schedules and other information following are abstiacted 
from the U S Corporation income tax return of Ace Co , Inc for 1944 

1 Normal-tax net income computation for 1^144 
Item No Gross Intome 


1 

Gross sales, $115,000, less leturns and allow ante $2,500 


11112,500 

2 

Less cost of goods sold 


09,675 

3 

Gross profit from sales 


$ 42,825 

12 

(a) Excess of net short-term capital gain over ml long-tirm (apitalloss 



(Schedule C) 


400 


(b) Net gam (or loss) from sale or exebinge of property other than 



capital assets (Schedule D) 


(5,325) 

13 

Dividends 


4,500 

15 

Total income 


jr4^,’400 


Deductions' 



10 

Compensition of ofTieers 


$ 10,500 

17 

Salaries and wages 


5,100 

18 

Rent 


3 000 

19 

Repaiis 


150 

20 

Bad debts (Sehedule G) 


bl5 

22 

Taxes 


2,100 

25 

Deprppialion (Seheduh J) 


1 900 

27 

Ntt npeiatiiig loss didiirtioii (see statimcnt btlow) 


2,850 

29 

Othei deductions authorized by 1 iw (Sthedule K) 


4 1)00 

30 

Total df ductions 


^1,415 

31 

Net income for declared vihie exetss-profits t ix tompul it ion 

$ 10,985 

35 

Less—Declared value excess-profits tax 


70 

38 

Adjustc d net income 


$ 10,909 

39 

Less Ini ome subji cl to i xcess-profits tax 

12,700 


40 

Dividends riciivid iredit (85% of dividrnds, itrin 

13) 3 825 

0,525 

41 

Normal tax net iiicomi 


$ 4,384 

2 

Schedule C—Schedule of C apit il Gams and I ossls (Suinm 

try only) 



Gam or Loss to Be T iki ii into Ai i ount 



( i) (jxin 

(b) Loss 

1 

Total net short-term capital gain (or loss) 


$025 

2 

Total net long-tirm capital gam (or loss) 

11,900 


3 

Net capital loss carry-over^ 


875 

4. 

Net gam, lines 1, 2, and 3 (Entir as itim 12 (x) p igi 1, T orin 



1120) 

$ 400 


1 

Deductiona do not include 




Olhcers IlfQ insurancB prcmiuma 

S 812 



Provision for postwar contingency rcseivc 

1 750 



Dividends paid to stockholders 

3 500 



^ T&:xpayc3r austained a net iDZig-tcrm capital loss in 1943 of $875 which could not be ofTset againat 
ordinary net income of that year. 
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3. Schedule D—Gains and Loss from Sales or Exchange of Other Property 

Date Gross Sales Expenses 

Description Acquired Price Cost of Sale Depreciation Loss 

Frame Bldg. July 1, 1935 $2,500 $10,000 $75 $2,250^ $3,325 

4. Schedule G—Bad Debts If Corporation Carries a Reserve (a) 


Gross Amount 

Taxable Net Income Sales On Bad Added Amount Charged 

Year Reported Account Debts to Reserve against Reserve 

1940 . ($ 1,000) $ 75,000 $ 650(b) $ 750 $ 650 

1941 . ( 150j 77,000 800 770 800 

1942 . ( 2,350) 85,000 1,050 850 1,050 

1943 . ( 500) 98,000 925 980 925 

1944 . ( 10,909) 112,500 615 1,125 615 


(a) In accordanc'e with option exercised for tax purposes, taxpayer 
herein deducts from income the amount of debts which became worthless 
in whole or in part during 1944. For book purposes, however, bad debts 
are charged to a reserve for bad debts provided by income charges at the 
annual rate of 1 % of net sales. 

(b) Bad debts written off in 1940 recovered to extent of SI 50 in 1944. 


5. Schedule J—Depreciation 


Est. Life 

Deprecia¬ 


Remaining 

Used in 

tion 

Kind of Date 

Cost to 

Accumulating 

Allowable 

Property Acquired Cost 

Be Reeovered 

Depreciation 

This Year 

Frame Bldg July 1, 1935 $10,000 

$7,875 

40 yrs. 

$ 125^ 

Machinery Various 13,750 

8,200 

10 yrs. 

1,375 

Furniture Various 4,000 

2,300 

10 yrs. 

400 

Total 



$17)00 

6. Stateinent of Net Operating D)ss Deduction 



1942 Net operating loss 



($2,350) 

1943 Net operating loss 



( 500) 

Net operating loss deduction. 



($2,850) 

7. Schedule K—Other Deductions 




Telephone and telegraph 



$ 575 

Stationery and printing 



138 

Insurance 



459 

Promotion, entrriainmenl, etc 



1,450 

Director’s fees 



640 

Light and heat 



150 

Contributions to qualified pension trust 



700 

Auditing 



488 

Total 



$4,600 

* Schedule J 




* Frame building sold on July 1, 1044, for S2,50U. Building had 

previously been written off by a 

charge to income for the year ended December 31, 

1B41. 
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Problem 230 

(Ohio, May, 1940) 

The X Corporation was owned and operated by the following share¬ 
holders as of December 31, 1930' 


A—^president 

1,500 sh 

B—secretary-treasiii er 

1,450 sh. 

C—vice-presi dent 

1,450 sh. 

Mrs A—dii ector 

100 sh. 

Mrs. B—director 

50 sh. 

Mrs C 

50 sh 

Employees 

400 sh. 

Total outstanding 

^00 sh 


The trial balance of the books of the X Corporation as of Detvmber 31, 
1939, after closing; was as follows: 


X Corporation 

Trial balaiicM', Dofomber 81, 1039 

Cash in banks 
Cash on hand 
Accounts receivable 
Inventories December 31, 1939 
Cash-surrender value life insuraiu < 

Policies on life of A 
Policies on life of B 
Policies on life of C 
Officers’ accounts receivable —B 
Investments —market value 
Prepaid interest and unexpired insuiance 
Land 
Buildings 

Machinery and equipment 
Office furniture and fixtures 
Accounts payable 
Notes payable: 

Unsecured 

Secured by life insurance surrender value on policies of A 
Ijoans on life insurance policies on B 
Loans on life insurance policies on 
Reserve for bad debts . 

Reserve for depreciation 
Accrued interest, taxes, etc 
Accounts payable—officers—A 
Mortgage payable 
Capital stock—SI00 par value 
Surplus—deficit 
Totals 


I 40,000 
500 

]() 0,000 

180,000 

19.500 
15,000 

14.500 
t ),000 
8,000 
1,500 

20,t)00 

170,000 

105,000 

10,000 

S 49,000 


25,000 
15,000 
10,000 
10,000 
20,000 
80,000 
15,000 
21,000 
75,000 
500,000 

10,000 

S820,000 $820,000 
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Life insurance carried on the lives of A for 5130,000, B for 5125,000, 
and C for 5125,000 was found to be legally payable to the corporation 
under an agreement properly executed as follows: (Note: Written con¬ 
tents reduced to the main conditions for brevity). 

*'In the event of the death of either A, B, or C the survivors will pur¬ 
chase from the widow with proceeds of the above insurance carried by 
the company all of the stock then held by her either personally or as 
executrix of her husband’s estate so that the then surviving husbands 
with the holdings of their wives will hold an equal number of shares in 
the corporation. Payment for the shares so purchased is to be 50 per 
cent in cash and 50 per cent in notes of the survivors, payable semi¬ 
annually at 5 per cent per annum. The value of the stock is to be book 
value at date of death, including as part of such book value the proceeds 
of life insurance received by the corporation upon the life of the deceased. 

B died on January 1,1910, and A died February 1, 1940. It was agreed 
between all parties concerned that the trial balance as shown herein 
should be used in settlement with JVs widow and also that for the purpose 
of settlement with A’s widow the following changes in the accounts, 
other than the insurance adjustments, should be accepted as correct to 
the date of his death 


Incrojist* 111 appounts rppi'ivablp . 3H5,000 

Iiicreasp m casli-hurreiider valuL* of polipiob on A and C —$500 each 1,000 

Increase in accounts payable 5,000 

Increase m reserve for bad dcVits 2,000 

Increase in reserve for depreciation 2,500 

Decrease in cash. 11,000 

Decrease in inventories to February 1, 1040 10,800 

Decrease in investments 1,000 

Decrease in prepaid interest, etc 700 

Decrease in accrued liabilities 2,000 

Decrease in mortgage payable 5,000 


In addition to the preparation of a balance sheet of the X Corporation 
as of February 1, 1940, after giving effect to the final settlement between 
the widows of A and B, you are to prepare statements of the accounts of 
A and B and their estates and of C with the corporation and with one 
another. 

As of February 10, after settlement with the estates of A and B, 
deceased, C offered to return to the corporation sufficient stock now 
held by him to offset his debt to the corporation because of his with¬ 
drawals for the purchase of stock. The other stockholders have objected 
to this procedure and have asked for a plan that will be equitable to them. 
You are to outline a plan that will permit the cancellation of C's account 
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with the corporation and show why the plan is equitable to all parties 
It is understood that C does not have cash available to liquidate his debt. 

Problem 231 

(Ne\N York, November, 1944) 

Prepare balance sheet June 30, 1944 


Old Boys’ and Brothlrs’ Bjtti*hment As'^otiation 


GLiicrEil iLclgtr tn vl liilance, 

Junt 30 P) 

14 




Administrative department expense 

$ 20 

,037 

22 



Administrative department inLoine 



$ 

370 

90 

Agency fund cash 


970 

32 



Agency fund liabilities 




976 

32 

Buildings 

24R 

375 

12 



Cafeteria expense 

25 

722 

90 



Cafeteria income 




16,228 

95 

Contributions pledged—general 

1S5 

912 

3K 



Dormitory accounts receivable 


22() 

90 



Dormitory expense 

31) 

245 

31 



Dormitory income 




25,803 

78 

Lducation dcpaitmcnt expense 

31) 

5H4 

82 



Education department int oine 




22,532 

08 

Endowment fund cash 


637 

20 



Endowment fund—gencril 




190,401 

04 

Endowment fund income 




11,408 

95 

l^ndowment fund securities 


703 

84 



Equipment 

100 

21') 

31 



General cash 


,275 

31 



(jfncral contributions and gifts inioino 




247,110 

62 

General fund 




6,002 

76 

Income from temporary investniints—generd 




642 

21 

Invent ory—supplies 

3 

208 

94 



Eand 

150, 

,000 

00 



Eoan fund contributions 




5,768 

80 

Mortgage payable—land and buildmgs 




150 000 

00 

Notes payable—general 




20,000 

00 

Permanent asset fund 




335,741 

05 

Petty cash funds 


500 

00 



Physical department expense 

16 

170 

41 



Physical department income 




9,278 

02 

Readmg room expense 

9. 

,708 

30 



Iteading room income 




536 

25 

Reserve for depreciation 




85,376 

41 

Reserve for bad dormitory accounts 




114 

62 

Reserve for bad miscellaneous accounts 




28 

42 

Reserve for bad tuitions 




328 

94 

Restricted contributions 




86,336 

01 

Restricted contributions cash 

4. 

,496 

70 



Restricted contributions menme 




2,326 

54 
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Restricted contributions investments. 

.. i 

61,946. 

.05 



Social service department expense. 


38,052, 

.74 



Social service department income. 



$ 

15,815. 

41 

Student and other loan funds cash. 


4,125 

.75 



Student and other loan funds income. 




356, 

95 

Students and other loan funds notes receivable. . 


2,000 

.00 



Sundry accounts receivable. 


245 

.95 



Temporary investments—general.. 


13,656 

.98 



Tuition accounts receivable. 


1,845. 

.20 



Vouchers payable. 




23,677. 

69 

Totals. 

$1 

,263,289 

.98 $1 

,263,289 

.98 


The following information is to be considered: 


1. Dormitory accounts receivable arc all considered collectible. 

2. Miscellaneous accounts reccivaVile are all considered collectible. 

3. Only |400 of the tuition accounts receivable are considered 
collectible. 

4. Accrued income on investments: 

a. Endowment fund securities.$ 2,031.22 

b. Restricted contributions investments. ... 889.90 

c. Temporary investments—general. 114.22 

5. Prepfiid intiTcst on notes payable, Kcneral. 135.42 

6. Expenditures from restricted fund assets, not yet adjusted: 

a. Additional equipment. 15,477.30 

h. Educational dejmrtment lectures. 6,742.50 

7. All income from endowment fund assets is available ininiediately 
for genc.ral purposes. 

8. Accrued interest on mortRaKcs payable. 2,250.00 

MortKage interest is payable from Kcneral funds. 

9. Pledges totaling. 195,942.38 

applicable to the year beginning July 1, 1944, were received. 

These were debiteil to contributions pledged—general and were 
crediteil to gifts income. 

10. Pledges (related to the above) of . . . 10,000.00 

were collected in cash. These were debited to general cash and 

were credited to contributions pledged—general. 

11. Balance of contributions pledged—general is considered collecti¬ 
ble except for. 19,594.24 

which should be reserved against. 

12. Depreciation on buildings and equipment. 18,376.50 

This has not been recorded. 


Problem 232 

(American Institute of Accountants, May, 1947) 

Submit pertinent working papers, a reconciliation of all reciprocal 
accounts of the three companies and an accounting of the differences 
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between the original and corrected net income figures in summary form 
for use in preparing the income-tax returns of X and Y. 

X is a processor of steel parts for machines, trading as the X Machine 
Company. Y assembles machine parts and trades as the Y Assembly 
Company. 

On January 1, 1945, X and Y decided to form a partnership, to 
known as the General Manufacturing Company. It was contemplated 
that each partner would continue his own business, dealing both with the 
partnership and with outsiders. The prolit-and-loss ratio Avas X 40% 
and Y 60%. 

Statements of profit and loss follow. No audit Avas made of the 
accounts before preparation of the following statements. 



X Machine Co. 

General 

Y Assembly Co. Mfp. Co. 

Sales 

$265,000 

$540,000 

$870,000 

Cost of sales 

154,000 

372,000 

525,000 

dross profil 

$111,000 

$168,000 

$345,000 

bxpeases 

78,000 

93,000 

210,000 

Net profit from operations 

$ 33,000 

F75,000 

$135,000 

Gam on sale of 1 nisi ness property 

3,500 


3,000 

Loan by Y, rleemiMl A^'orthless on aecount 
of adjudication in bankruptcy 

$ 30,500 

2,000 
$ 73,000 

$138,000 

An audit of the accounts and records of the tin 

ee companies 

at Deeern- 


ber 31, 1945, disclosorl the following: 

Included in cost of sales of General Manufaciuiing (^ompany were 
purchases from the X Machine Company of 1135,000. Sales lo General 
Manufacturing Company on the books of X Machine CVimpany were 
$145,000. Analysis of the discrepancy discloses that X Machine C'om- 
pany had billed General Manufacturing CVnnpany for $8,000 which 
General Manufacturing C^)mpany claimed A\as fictitious. In addition. 
General Manufacturing Company took a credit of $2,000 for defective 
merchandise, not recorded by X Machine Company. 

Y Assembly Company disbursed substantial sums on behalf of General 
Manufacturing Company during the first three months of the latter’s 
existence. An ‘’Advances” account was used by both companies. 

Analysis of the ’’Advances” account follows; 
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Charges to Credits to 

Gen. Mfg. Co. Y Assembly Co. 

On books of On books of 
Y Assembly Co. Gen. Mfg. Co. 


Sale of Machine for Y Co. by (ien. Mfg. (^o. $ 3,000 

Insurance. 2,000 $ 2,000 

Legal expenses. 200 

Freight. 430 

Advertising. 125 

Machinery. 25,000 

Supplies. 10,050 

Payroll. 11,190 

«25,995 S27,000 


Y Assembly Company also purfhased parts from X Machine C^ompany 
and sold them tf) General Manufacturing (V)mpany. 

The books of the three cf)mpanies involved showed the following entries 
in connection with these transactions: 


(1) On the books of X Machine Company 

Y Assembly Corniuiny. $55,000 

Sales . $55,000 

(2) On the books of Y Assembly CCompany 

Purchases. $40,000 

X Machine Cnmiinny. $40,000 

General Manufacturing Ci)rnj)any.$85,000 

Sales . $85,000 

(3) On the books of General Manufacturing Company 

Purchases. $65,000 

Y Assembly Cumpany. $65,000 


X and Y were unable to reconcile their differences and a Special Master 
in Chancery was appointed in January, 1946, to find an equitable 
reconciliation. 

Ilis findings were as follows: 

(a) X Machine Company’s bill to General Manufacturing Company of 
J58,000 was entirely unsupported and therefore disallowed. 

(b) General Manufacturing Company was entitled to $1,000 credit for 
defective merchandise. 

(c) Expenses disbursed by Y Assembly Company on behalf of General 
Manufacturing Company were allowed except for the following: 

1. Legal expense to be borne equally 

2. Advertising allowed in amount of $25 only 

3. Payroll overstated on Y Assembly Company’s books by $325 
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(d) The machine recorded on the books of General Manufacturing Com¬ 
pany actually was owned by Y Assembly Company. General 
Manufacturing Company had deducted $625 depreciation for the 
three-month period. Y Assembly Company had also deducted $625 
depreciation. This machine was used by General Manufacturing 
Company from date of acquisition on July 1, 1945 to October 1, 1945 
when it was sold by General Manufacturing Company for $27,375, 
or $3,000 in excess of adjusted book value. Y Assembly Company 
charged General Manufacturing Company with $3,000 representing 
actual profit of $2,375, plus rental charges of $625. This was allowed. 
The $3,000 was credited to Cost of Sales on Y Assembly Company’s 
books. 

(e) As to sales by X Machine Company to Y Assembly Company and 
by Y Assembly Company to General Manufacturing (Company, X 
Machine Company should have charged Y Assembly C'ompany 
$50,000 and Y Assembly Company should havb charged General 
Manufacturing Company $70,000. 

Problem 233 

(Wisconsin, November, 1939) 

The X Company, due to financial difficulties, was reorganized under 
Section 7713 of the Federal Bankruptcy Act in 1932. The plan was 
approved by the court on December 30, 1932, effective as of January 1, 
1932. 

The balance sheet of X Company attached hereto is according to the 
books of the company as of December 31, 1931, and may be assumed to be 
correct except as to those items hereinafter noted. 

1. In the petition to the court, the debtor stated that the sound value 
of the building as of December 31, 1931, was $775,000 and the 
sound value of the equipment as of that date w^as $53,000. The 
real estate was worth $52,000. These valuations were accepted 
by the court and all the parties interested in the reorganization. 

2. The approved plan provides that the net cash income after pay¬ 
ment of operating expenses be distributed as follows: 

Cl. Interest on first-mortgage bonds at the rate of 4 per cent per 
annum. 

b. Payment to a sinking fund for the retirement of first-mortgage 
bonds an amount equal to 2 per cent of the face amount of first- 
mortgage bonds outstanding at the end of the current year. 

c. Interest on the second-mortgage bonds not to exceed 2 per cent 
of the face value of the second-mortgage bonds. 
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d. The balance after providing with the approval of the trustee 
for contingent reserves is to be paid as an additional payment 
to the sinking fund for the first-mortgage bonds. 

Items b, c, d are on an "if earned non cumulative” basis. Depre¬ 
ciation is not to be included in operating expense. 

3. The first-mortgage bondholders are to receive new first-mortgage 
bonds for the full face amount of old bonds held. The new bonds 
are dated January 1, 1932, due January 1, 1942, with interest 
coupons payable January 1 and July 1 each year after date at the 
rate of 4 per cent per annum. 

4. A noninterest-bearing deferred-interest coupon due January 1, 
1942, equal to 32 per cent of the face value of each bond is to be 
attached to the new first-mortgage bonds. This represents the 
accrued interest on the first-mortgage bonds to December 31, 1931. 

5. New second-mortgage bonds are to be issued for the face amount of 
the old second-mortgage bonds and for the face amount of the 
proved claims filed by the unsecured creditors, with exception that 
an odd amount of $6.44 due on one of the notes payable was paid 
in cash. This amount was paid out of the 1932 cash income upon 
court approval. 

6. All accrued interest on the old second-mortgage bonds and notes 
payable to December 31, 1931, was waived. 

7. The new second-mortgage bonds are dated January 1, 1932, and 
due January 1, 1942. 

8. The capital stock of the company was changed from ],5(K) shares 
of par value of $100 per share to 1,500 shares of no par value per 
share. 

The officers of X Company decided to set up the no-par-value 
stock at a nominal value of $1 per share. 

9. Included in the notes payable was one note for $250 dated July 10, 
1929, due on demand which was given by the company in payment 
of interest on another note. This note was canceled. 

10. In 1930 a guarantor of an X Company note payable paid $7,131.06 
to the payee for his release on said guarantee. The holder of the 
note endorsed this payment on the principal amount of the note. 
This transaction was not reflected on the books of the X Company. 
The guarantor did not file a claim in the reorganization proceedings 
for the amount he paid. 

11. It was disclosed that the note receivable discounted was paid by 
the maker in 1928. 

12. The holder of a note of X Company in the amount of $4,000 filed 
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a claim for only $3,600. The claim was allowed for the smaller 
amount. 

13. Deferred cost of financing and organization expense on the books 
at December 31, 1931, were written off. 

14. The taxes payable item represents an excess reserve for special tape 
set up in 1926. No liability exists as to this item. 

15. Real-estate tax accrued as for December 31, 1931, was paid in 
January, 1932. 

16. The total income of X Company for 1932 was $63,750, of which 
$63,550 was collected in cash. 

17. The cash book of X Company showed total expenses paid during 
1932 amounting to $27,686.14. 

This included $8,715.92 incurred in 1931. 4 Jiks amount was 
allowed by the court for 1931 but was not set up on the books of 
the company as of December 31, 1931. The item was paid in 
March, 1932. 

18. With the consent of the trustee, the company withheld at Decem¬ 
ber 31, 1932, cash for the following items: 


Roal-cstate taxes 1 [)32, ostimaied at. #13,000.00 

To pay insiiranre due Jan, 5, 1933... . 1,208,00 

For eontiiiKent reserves. 159.54 


The remainder of the cash was paid to the trustee to be used in 
accordance with the provisions of plan of reorganization. 

19. Depreciation for 1932 was set up based on book costs at the rale 
of 3 per cent for buildings and 10 per cent fur equipment. 

20. Prepare and submit working papers including journal entries, to 
reflect: 

a. The adjustments necessary on Ihe l)ooks of X Ch)mpany. 

(1) To correct errors on the books of the company. 

(2) To reflect the changes necessary to incorporate the approved 
plan of reorganization. 

b. Balance sheet as of December 30, 1932, before incluiling any 
income or expenses for 1932. 

c. Profit and loss for 1932. 

d. Distribution of cash income to trustee. 

e. Balance sheet as of December 31, 1932. 
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X Company 

Balance sheet, December 31, 1D31 


Cash .. « 22,239 

Notes receivable 750 

Leasehold 1 

Land 52,000 

Buildings 750,21b 

Reserve for depreuation- buildings 

Equipmi lit 06,307 

Reserve for depreuation—equipiiunt 

Def[rrtd organization expense 3,249 

Deferrt d financing cost 739 

Accrued interest 

Notes receivable—discounted 

Notes payable 

Taxes payable 


Reservi for n il estate taxes payable January 30, 1932 
First-mortg igi bonds 
^Second-mortgage boiuls 
Capital stotk 

Defiiit 418,13S 

Totals 11,313,641 


40 

00 

00 

00 

27 

I 202,558 38 
31 

32,120 13 

20 

45 

207,478 3b 
750 00 
140,b37 50 
73 20 
13,523 48 
417,500 00 
149,000 00 
150,000 00 
42 

05 |l,^3,b4r 05 
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THEORY QUESTIONS 

General Questions on Balance Sheet 


1. Select the current asset and current liability items from among the 
following list of debit and credit accounts and classify them in the manner 
in which they might respectively appear on the balance-sheet of a large 
manufacturing company as at October 31, 194G (amounts not reqjuired). 


Debits 

Plant and equipment 
Pash in bank 

Inventory of operating parts and supplies 

Inventory of raw material 

Goodwill 

Paah and U,S, Government bonds set 
asido for property additions 
Investment in subsidiary 
\ecounts receivable; 

IJ.S. Government contracts 
Regular 

Instalments duo in 194fi 
Instalments—due in 1047-18 
Patent rights 

Inventory of finished goods 
Inventory of work in process 
Deficit 

Interest accrued on U.S. Goverjinient 
securities 
Notes receivable 
Petty cash fund 
IkS. Government seiuirities 
Treasury stock 


Credits 

Accrued payroll 

Reserve for renegotiation of U.S. Govern¬ 
ment contracts 
Notes payable 
Accrued interest on bondfi 
Reserve for depreciation 
Accounts" jiayable 
Capital suipius 

Accrued interest on notes payable 
5% 1st Mortgage Bonds to be retleemed 
in 1114C 

C^apital stock -preferred 
Income ap])licable to 11)47 48 
Reserve for cf)ntingcnrieH 
4^2% Ist niortgage bonds due in 11)01 
Pnf iTred .slc>ck dividejid, payable 

November 1, 11)40 

Reserve for doubtful aceoimts receivable 
Provision for federal income taxes 
IN cess overhead ilistribut ions 
(^lstome^H aflviiiii'cs (on eontracts to be 
completed in 1047) 

He.serve for raw materials inventory 
Premium on bonds to l)e redeemed in 1!)4() 
Officers’ 1040 bonus u i iiied 


Tf among the foregoing there appear to y[)U to be certain borderline 
cases which you are unable to classify without further information, men¬ 
tion them and explain your difficulty, or give your reasons for making 
questionable classifications, if any. 

(American Institute of Accountants, November 19^6) 

2. Describe the following accounts and where they appear in a balance 
sheet: 
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(a) Deferred charges and prepaid expenses. 

(b) Unrealized profit and deferred income. 

{Ohio, October, 1945) 

3. (a) Specify at least three items which properly may be included in 
the unamortized bond discount and expenseaccount. 

{h) Why is it permissible to carry such an account in the balance-sheet? 

(c) How may such a balance be amortized in the case of serial bonds? 
Give a simple example. 

{American Institute of Accountants, November, 1944) 

4. Where a decline in value or a reduction in realizable proceeds of 
assets has occurred^ and such assets have not been disposed of at the end 
of an accounting period, to what extent should the decline or impairment 
be recognized in financial statements? In your answer treat with at 
least three classes of assets. 

{American Iristituie of Accountants, November, 1944) 

5. Distinguish the following, and specify at least two assets to which 
each would apply: (a) Amortization; (/;) depiction; and (:■) depreciation. 

{American Institute of Accountants, May, 1945) 

G. (a) Differentiate between capital and revenue expenditures. 

(f;) When might the following be properly capitalized: (1) interest on 
borrowed money, (2) taxes, (3) repairs, and (4) damage costs. 

{Ohio, October, 1944) 

7. (a) Differentiate between funds and reserves. 

(f;) Define and give examples of the following: 

1. Valuation reserve. 

2. Reserve for contingencies. 

3. Surplus reserve. 

4. Secret reserve. 

{Ohio, May, 1945) 

. 8. Discuss the difference between ‘^deferred income” and ‘Vmrealizetl 
profit,” and the place of each in the published statements of a business. 

{American Institute of Accountants, May, 1945) 

9. (fi) From the standpoints of purpose, nature, and determination of 
the amounts, explain and distinguish between the respective legal reserves 
of (1) a life insurance company, (2) a national bank, and (3) a casualty 
company. 

(b) State the names, scopes, and purposes of the books, records, and 
accounts which are peculiar to corporations as distinguished from other 
types of business organization. 


{Maryland, November, 1945) 
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10. State briefly the nature and purpose of the following funds and 
explain how they are generally created: (a) sinking fund; (b) endowment 
fund: (c) general fund; and (d) imprest fund. 

{American Institute of AccountaniSj May, 1945) 

11. Define: (a) original capital, (b) refunding bonds, (c) funded debt. 

{Ohio, Ortobrr, 1939) 

12. Discuss each of the folloAving statements, and give your opinion 
as to its correctness or incorrectness, with reasons and illustrations: 

(a) “Accountants insist that all liabilities must be shown. Yet large 
and dangerous liabilities are habitually omitted by these same account¬ 
ants from many, if not most, balance sheets.^ 

(b) “During periods of rapidly rising prices, the profit and loss state¬ 
ments and balance sheets of manufacturing and mei l aiitile concerns are 
usually inaccurate and deceptive with respect to earnings, ni‘t worth, and 
return on capital.” 

{Maryland, Novemher, 1943) 

13. The creditors of a company agree to accept iiroinissory notes for 
the amount of its indebtedness with a proviso that three-fourths of the 
annual profits must be applied to their litpiidation. 

How should these notes be shown on the balance-sheet of the issuing 
company? Give a reason for your answer. 

{American Institute of A ccovntants, May, 1945) 

14. (a) State the basis for balance-sheet valuation of the following: 

1. Lessee’s improvements to lessor’s property on the lessor’s 
balance sheet. 

2. Machinery purchased on the installment basis. 

3. Marketable securities. 

4. Investments in subsidiary companies for purposes of control. 

5. No-par-value treasury stock purchased. 

(b) A company wishes to change to the last-in first-out method of 
inventorying raw material. It never completely exhausts the quantity 
of certain items of the inventory, and in many cases the stock is never 
less than 25 per cent of the quantity on hand at closing date. State 
clearly the problems presented by the proposed change and the arguments 
to be used in making a final recommendation to the management, either 
for or against the proposed change. 

{Wisconsin, Novemher, 1939) 

15. When may reacquired stock of the corporation, if ever, stand as 
an asset on the balance sheet of the corporation? 

{Wisconsin, Novemher, 1945) 
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16. (a) What are the advantages of life insurance on officers of a 
corporation? 

(b) Where should the premiums on life insurance on officers appear in 
the accounts of the corporation? 

{Ohioj May^ 1944-) 

17. State three reasons for the preparation of a statement of assets, 
liabilities, and net worth which includes all the assets at present realizable 
values. In your opinion, are certified public accountants qualified to 
prepare such a statement without collaboration with other experts who 
are competent to express opinions on valuation of assets? 

{Ohio, October, 19/^0) 

18. A corporation constructed and fully furnished a hotel, which it has 
operated for three years. During the current year, the following trans¬ 
actions took place: 

(a) New beds and chairs, aggregating $6,000, were purchased for guest 
rooms. 

ib) The grand ballroom was repainted and redecorated at a cost of 

$ 2 , 000 . 

(c) The outside walls of the hotel were sandblasted and cleaned at a 
cost of $3,000. 

(fi) Additional bookkeeping machines were purchased for the hotel 
office at a cost of $900. 

(р) A section of the main lobby was remodeled and reconstructed to 
provide several stores, which were then leased at a rental of $5,000 per 
year. The cost of this alteration was $10,000. 

Indicate for each of the foregoing expeniliiures whether it should be 
capitalized or charged to expense of the current year, and give your rea¬ 
son for the treatment you suggest. 

{New York, November, 19^5) 

19. State the circumstances, if any, in which each of the following pro¬ 
cedures may be proper or improper, as the case may be, viz.: 

(a) Charging or crediting depreciation to surplus. 

(f;) Including in a partnership’s bills payable account ntdes issued by 
the firm to individual partners for their loans to the firm. 

(с) Showing treasury stock on a corporate balance sheet as a deduction 
from capital stock. 

(d) On June 5, 1944, the board of directors of the S Corporation 
declared a 5 per cent cash dividend, payable October 1 to stockholders of 
record on September 15. On September 25, the board at a special meet¬ 
ing rescinded the dividend resolution in its entirety. 

(e) On April 1, 1944, the L Construction Company entered into several 
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construction contracts estimated to require from 6 to 15 months, respec¬ 
tively, for completion. The total of the contract prices was S540,000 
By June 30, the end of the company’s fiscal year, it had expended *100,000 
on the w^ork and estimated that the cost of completion wmvdd be *300,000 
additional. In its closing entries as of June 30, the company set up a 
profit of *35,000 on the contracts. 

{Marylandj November^ 1^44) 

20. State briefly the preferable position on the balance-sheet in which 
each of the following should be showm If any of the items should nol' 
be shown on the balance-sheet, indicate accordingly. 

(a) Capital surplus 

(b) Merchandise out on consignment 

(c) Pension fund on deposit with a trustee (under a trust revocable at 
depositor’s option) 

(d) Reserve for depreciation of plant and eriuipment 

(e) Materials in transit—purchased F U H slopping point 
(/) Self-insurance I eser\ e 

(f/) Reserve for doubtful ‘accounts recei\iible 
(h) Merchandise held on consignment 
(^) Intangible assets 
(j) Contingent liabilities 

{Amcriran In,stiiuir of Acrountanh, May, 1,947) 

21. State the generally accejited accounting jniiuiple applicable to the 
valuation in the lialance-sheet of each ol the loll owing assets: 

(a) accounts receivable 
{b) hxed assets 
(r) inventories 
(d) marketable securities 
(c) prepaid expenses 

{American Institvie of Arronntanfs, November, IBff.r'j) 

22. The bookkeeper of a large hardware company has made a practice 
of setting up raw materials and the corresporuling accounts payable at 
the gross purchase price including trade and cash discounts. Mention 
(a) four important respects in which such a procedure might distort the 
company’s balance-sheets and (/i) at least oni' way in Avhich the operating 
statements based thereon would be distorted thereby. 

{American In,stitut( of A ccountanifi, May, 1947) 

23. State the balance-sheet treatment of five of the following items and 
the reason for the stated treatment: 

(a) Reserve for fire insurance. 

(b) Surplus invested in plant. 
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(c) Advances received on sales contracts. 

(d) ('all for retirement of preferred stock one month after the balance- 
sheet date. 

(c) Coupon book sales to customers. 

(/) Prospective loss on purchase commitments. 

{Amcrwan Institute of Accountants, November, 19J/.6) 

24. (a) Comment briefly on the purposes and desirability of explana¬ 
tory footnotes on the balance-sheet. 

(t>) Clive examples of the use of three different types of footnotes. 

{American Institute of Accountants, May, 1946) 

25. Revise the following balance sheet so that it will present the facts 
in accordance with your interpretation of sound accounting principles. 


Bai.ance Sheet 
Derembor 31, 1939 
A saHs 

Cash per ledger. 

Outstanding check. 

Total cash. 

Notes receivable.. 

Accounts receivable. 

Less ac.c.ounts payable. 

Merchandise inventory at inarkid cost $(>5,000. 

Land. 

Less outstanding cliiTk. 

Plant and equipment - appraised value--cost $(>0,000. 

Prepaid assets. 

Less aciTued interest payabk*. 

Total assets. 

Liabilities 

Notes payable. . 

Reserve for deijrei'.iatioii cost basis (appraisal basis— 

$15,000). 

Accrued wages. $ 

Less laisVi-Hurrender value of life insurance. 

Total liabilities. 


$ 10,000 
500 
$ 10,500 
20,000 

80,000 

25, 000 55,000 

72,000 

25,000 

500 24,500 

90,000 

5,000 

200 4,800 

$27(), 800 

$ 20,000 
10,000 

4,150 

1,720 2,430 

$ 32,430 


Capital 

Capital stock. $150,000 

Less unpaid subscriptions due on stock of $5,000 par 

value. 2,000 $148,000 

Reserve for bad debts. . 5,000 

Inc nine taxes payable. . 500 

Surplus. . 90,870 

Total capital. 


$244,370 


{Wisconsin, November, 1940) 
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26. The balance sheet of an aviation corporation contains the following 


accounts among its liabilities as of November 30, 1940: 

Customers’ deposits. 120,687,969.45 

Less cash held in escrow (note). 4,365,497.00 

$16,322,472.45 

Less portion thereof applicable to deliveries subsequent to November 

30, 1941. 6,769,566.84 

Balance added to other current liabilities. $ 9,552,905.61 


In the noncurrent section of the liabilities the company carries the 
following: 

Customers’ deposits api)licable to aircraft deliverable subseriiuent to 

November 30, 1941. $6,760,566.84 

The funds provided by the above deposits are carried among the current 
assets as cash, inventories, or advance payments on inventory purchase 
commitments except for an amount of $1,000,000 listed as a noncurrent 
asset under the title of estimated amount of inventories applicable to 
aircraft deliverable subsetpient to November 30, 1941. 

Note: This amount of cash was held in escrow on November 30, 1940, 
to provide, among other things, for the return of a certain down payment 
made by a foreign government in connection with a contract for the 
manufacture of military aircraft which the company deems canceled in 
view, among other things, of the revocation by the United States govern¬ 
ment of the export license for the shipment of such aircraft to the foreign 
country involved. 

The inventory on hand resulting from this contract is being used in 
the manufacture of aircraft for another foreign government under a con¬ 
tract with that government. 

Briefly discuss the above balance sheet presentation with respect to 
proper classification and sound accounting procedure. 

{Wisconsinj November^ 1941) 

27. (a) In the preparation of a balance sheet from the books of account 
of a manufacturing corporatif)n, state under which section of the balance 
sheet each of the following items should be reflected; indicate also the 
specific wording of the title and caption used for each item: 

1. U.S. Treasury 2 ) 2 % Bonds, due 1947. 

2. 100 shares of U.S. Steel Corporation common stock carried at cost 
of $6,000 (quoted market value $6,500). 

3. U.S. government % per cent tax payment anticipation notes. 

4. Reserve for wartime and postwar contingencies. 

(b) Write out the surplus section of a balance sheet to be published, 
properly classifying and describing the following items therein. The 
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items are reflected in the surplus account on the books, as follows: 
$10,000 donated to the corporation by its stockholders in a prior year: 
$25,000 which arose during the current year as a result of the upward 
revaluation of the land and buildings; an operating deficit balance of 
$10,500 at the beginning of the current year; a net profit of $15,500 
during this year; a credit of $285 representing an adjustment of the prior 
year’s Federal income-tax liability. 

(New York, November, Idlf-o) 

28. Describe the accounting theory concerning capital and revenue 
expenditures to be considered in each of the following situations: 

(a) A public-utility company acquires a gas holder for use in its system 
where gas consumption has been increased by war production. The gas 
holder referred to was an operating unit used by another unrelated utility, 
but it was the only gas holder available. The cost of the holder is 
$1,000,000; the cost to dismantle the holder is $100,000; the cost of 
freight to ship the holder to the point of use is $40,000; the assembling 
cost at point of use is $75,000; the cost of fuel for the first month of opera¬ 
tion is $3,000. 

(h) A paper company finds it necessary to have a feeder canal in order 
to facilitate the handling of pulpwood in the dense regions beyond the 
main canal. The paper company acquires a dredge for this purpose. 
The cost of the dredge is $250,000; the costs incidental to placing the 
dredge in operation at the site of work are $55,000; and the cost of operat¬ 
ing such dredge is $35,000 for the first month and about the same amount 
monthly thereafter. The project will require four years, at which time 
the company plans to abandon such dredge because of the extensive 
repairs then necessary. 

(American Institute of Accountants, AT ay, 

29. For each of the following paragraphs state the letter and related 
number of the correct completing phrase. 

(a) The M Company has under construction a large adtlitional machine 
vshop for its own use. Construction work in progress applicable thereto 
should appear on its balance-sheet as 

1. a current asset, a part of work-in-process inventory. 

2. an intangible asset. 

3. an investment. 

4. a fixed tangible asset. 

5. a part of surplus. 

(b) The M Company’s cash includes a sum of $1,000,000 appropriated 
by resolution of the board of directors for the construction of a new plant. 
On its financial statements this amount should be included 

1. on the balance-sheet as a current asset. 
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2. on the balance-sheet as a non-current asset, specifically identified. 

3. on the balance-sheet as a fixed asset, included as part of plant cost. 

4. on the income statement as a non-operating expense. 

5. on the balance-sheet as an allocation of surplus. 

(c) The trial balance of the P Company as of June 30, 1947, the end 
of its fiscal year, included opposite the title ‘‘Estimated Federal Income 
Taxes Accrued^’ the amount of $27,564.12, which included the company's 
estimate of the Federal income tax it would have to pay for its 1947 fiscal 
year and the amount of an unpaid additional assessment for the 1945 
fiscal year. This amount should ap|)ear 

1. on the balance-sheet as a general reserve. 

2. on the balance-sheet as a reduction of currcmt assets. 

3. on the balance-sheet as a current liability. 

4. on the balance-sheet as an allocation of earned surplus. 

5. on the balance-sheet as an allocation of other surplus. 

(d) The S Company leased space in a building for a peri oil of 10 years 
from January 1, 1946. It spent $25,000 for improvements to the space 
to adapt it to its needs, it being expected that such improvements would 
outlast the period of the lease. The improvements were completed and 
placed in service on January 1, 1947. On the company’s financial state¬ 
ments as of December 31, 1947, and for the year then ended, the amount 
expended shoidd be shown 

1. on the balance-sheet as a non-current asset. 

2. on the income statement as an operating expense. 

3. on the balance-sheet as a paid-in surplus. 

4. on the balance-sheet as a current asset. 

5. apportioned between the income statement and the balance-sheet, 
the income statciment portion appearing as an oijerating expense and the 
balance-sheet portion as a non-current asset. 

(c) The Y Company issued, on October 31, 1947, $1,000,000 of 20-year 
general mortgage bonds, at 105. The premium on these bonds should 
appear on the company’s balance-sheet at October 31, 1947, as 

1. a part of capital surplus. 

2. a part of earned surplus. 

3. a part of the liability, “l^onds payal)le." 

1. a deferred credit. 

5. an intangible asset. 

(^American of Arrovnianfs, Novemberj 

Special Questions on Balance Sheet Items 

Cash 

30. Compute the amount of the embezzlement and sul)mit proof of 
accuracy. 
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Sapp and Company 
Trial balance 

1941 


Assdts 

.January 2 

February 3 

Cash on hand. 

. $ 429.47 

$ 15.42 

Notes resolvable. 

. 1,356.49 

35,807.98 

Accounts receivable. 

. 48,180.19 

25,935.47 

Bond inv(‘stmentLS. 

. 100.00 

150.00 

Iti^al e.siate . 

. 3,000.00 

3,000.00 

Furniture and fixtures. 

. 3,300.00 

3,300.00 

Totals. 

. 156,366.1.5 

168,208.87 

Liabilities 

Notes payable . 

Ai;counts payable. 

. $ 9,500.00 

. 34,925.32 

$52,817.01 

Capital stock. 

. 10,000.00 

10,000.00 

Surplus. 

. 1,940.83 

5,391.86 

Totals. 

.156,366.15 

$68,208.87 


A profossionnl accountant found a shortage in tlie accounts of this com¬ 
pany, January 2, 11)41, and as a result, he was i^iven authority to take 
charge of the office as of such date and rectify the situation as best he 
could. 

The defaulting; casliier attempted to cover his takings by the omission 
and falsification of entries. The accountant proceeded to establish cor¬ 
rect asset and liability account balances, this work being completed as of 
February 3, 1941. 

The accountant reduced some accounts to cash, had the stockholders 
turn over cash to 100 per cent of the par of their holdings, collected 
® 10,000 on the cashier’s bond, paid off the notes payable, and corrected 
the accounts which were in error. During the period he was in control 
of the work, he incurred expenses in excess of income in the amount of 
*1,110.30. 

{Nnv Yo/'kj OctohvTj 194.1) 


31. The following figures were taken from the records of Phoenix Stoi'(‘s 
Corporati()n, viz: 


1941 

C ’ash 
journal 

Bank 

statement 

Cdieck- 

book 

Balance, July 1. 

$14,900 

$20,500 

$13,750 

Balance, September 30. 

14,975 

10,650 

14,425 

Receipts, to September 30. 

46,350 

46,775 

46,775 

Disbursements, to September 30. 

46,275 

50,625 

46,275 
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Undeposited receipts, September 30 (actual count), 1950. 

Outstanding checks (verified lists): September 30, #2,400; July 1, #6,750. 

(a) Determine the locations and amounts of the discrepancies. 

(b) Prepare a statement reconciling the cash journal, checkbook, and 
bank account as of July 1 and September 30, 1941, on the assumption that 
the cash journal figures are correct. 

[Maryland, November, 1940 

32. The R C^ompany was incorporated May 1, 1940, under the laws of 
Maryland, with an authorized capital stock of #75,000 par value, to 
engage in mercantile trading. As of Octr)l)er 31, 1940, the company’s 
books and records (adjusted) showed the following: 

Capital stock issued and outstanding, #50,000; cash on hand and in 
bank, #23,750. 

Land, buildings, and fixtures, #10,000, #21,250, and #5,750, respec¬ 
tively, all paid for in cash. The land and buildings were subject to 
a five-year purchase money mortgage for #15,500. 

For the six months’ period (May 1 to October 31, 1940), the corpora¬ 
tion’s expenses were (?), the cost of goods sold was 60 per cent of the 
net selling price, and the sales were $160,000 gross, #4,500 returned. 

Inventories, October 31, 1940, #47,500; accounts receivable, $32,650; 
accounts payable, #10,500; notes receivable, #5,000; notes payable 
(bank) #20,000, notes payable (trade) $14,250. 

Set up the cash account for the period. 

[.^f aryl and, November, 1940) 

33. The A Company maintains a regular checking account in each of 
five widely separated banks. At March 31, 1948, the balance in each 
bank was as follows: 


Bank li)i’Lilioii 

Per coiiipany books 

Per bank statement 

New York, New York. 

$10,175.00 

$12,318.75 

Atlanta, Georgia. 

(4,983.00) 

207.17 

Chicago, Illinois. 

14,625.52 

18,318.36 

Houston, Texas. 

(18,8ri5.40) 

2,168.28 

San Francisco, California. 

!),8U8 78 

12,184.40 


$10,820.00 

$45,106.96 


The A Company was indebted, on its own note, to the Chicago bank, 
in the amount of #150,000. Pursuant to an agreement with the bank, 
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the company was required to maintain a balance in its checking account 
of not less than 10 per cent of the amount of its outstanding indebtedness 
to the bank. 

Assuming that the only difference between the amount shown on any 
of the bank statements and the corresponding amount on the company's 
books is due to outstanding checks, none of which was drawn for deposit 
on one of the company's other accounts, discuss how the foregoing data 
should be shown on the A Company's balance-sheet as of March 31, 1948, 
when prepared (a) for the company's management, (b) for credit purposes, 
and (c) for stockholders and the general public. 

{American Institute of AecountantSj May 194-7) 

Receivables 

34. (a) Explain the necessiiy for segregating on the balance sheet 
accounts receivable from customers and accounts receivable from stock¬ 
holders and employees. 

(b) IIow should customers' accounts be analyzed for ascertaining the 
estimated bad debt reserve? 

(O/u'o, October, 194^) 

35. A C'ompany, pressed for working capital, sells ils accounts receiv¬ 
able with a guarantee of full realization. Outline the entries net'essary 
to carry through such a transaction, assuming an account originall}^ sold 
at 90 per cent of its face value and ultimately collectible only to the extent 
of 75 per cent of face value. 

{Oliio, May, 1949) 

30. The chief accountant of the Y Corporation has consistently crerlited 
all bad debt recoveries to an income account. The controller of the 
corporation insists that such recoveries should be credited to the reserve 
for bad debts. 

Under what condition or conditions would their difference of opinion 
have no bearing on: 

(d) Final net profit in any fiscal year? 

(b) Showing of receivables in the balance sheet at the end of any fiscal 
year? 

{Keniiicl(y, November, 1939) 

37. Doubtful accounts receivable are treated differently in the accounts 
of various companies, for example: 

(a) Provided for by a reserve set up (1) on the basis of a percentage of 
sales or (2) on the basis of a valuation of all past due or otherwise ques- 
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tionable accounts receivable—those considered uncollectible being 
charged to such reserve at the close of the accounting period; or specific 
items are charged off directly against (3) g^oss sales, or to (4) bad del)t 
expense, in the year in which they are determined to be uncollectible. 

(6) Collection agency and legal fees, etc., incurred in connection with 
the attempted recovery of bad debts are charged to (1) bad debt expense, 
(2) reserve for bad debts, (3) legal expense, or (4) general expense. 

(c) Debts previously written off in whole or in part but currently 
recovered are credited to (1) other income, (2) bad debt expense, (3) bad 
debt reserve, or (4) surplus. 

In the case of a client conducting a wholesale merchandising busint\ss 
having five thousand sales per month with a total monihly average sales 
value of 1150,000 and whose annual bad debt ratio has been approxi¬ 
mately 1K% of sales, 

(a) State which of the foregoing methods you w^oulrl recommend as 
regards (1) reserves and chargeoffs, (2) collectiuii expenses, and (3) 
recoveries. 

(5) Also, state briefly and clearly the reasons supporting such recom¬ 
mendations. 

{Ameriran Imtilutc of AccountanfSj Novr/mJ)crj 19/^.6) 

Inventories 

38. (a) In the phrase ‘'lower of cost or market’’ as applied to inven¬ 
tories, state and illustrate 

1. the rule for determining “inarlcet” under inu-mal conditions, 
and 

2. two exceptions to the rule. 

(f?) State and illustrate under what conditions, if ever, it is considered 
proper to state inventories regularly above cost. 

{American Institute of Acco^intants, Novemherj 194S) 

39. Current accounting practice calls for certain breakdowns of the 
item “Inventories” and for certain*explanations with respect thereto. 
Set forth the breakdowns and explanations called for by any releases 
with which you are acquainted, such as those of professional bodies, 
government departments, stock exchanges, etc. 

{American Institute of ArcountantSj Afay^ 1943) 

40. Your client is considering a change in the method of inventory 
valuation from first-in first-out (FIFO) to last-in first-out (LIFO). 

(a) Explain the two methods. 
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(b) Should change of method cause market to be lower than LIFO, is 
it necessary to make any disclosure in the balance sheet? 

{Ohio, May, 1944) 

41. (a) Explain what is meant by LIFO basis of inventory valuation, 
and discuss its applicability to certain industries and its effect on profits. 

(b) Determine the closing inventory valuation under the following 
circumstances: 


Inventory, beginning of year—100,000 units ® $2.00. $ 200,000 

Purchases: 

1st 6 months—500,000 units ® $2.10. 1,050.000 

2d G months—800,000 units ® $2.20. 1,760,000 

Withdrawn from stock—1,200,000 units 


{Ohio, May, 194-0) 

42. (a) C'ompute the following inventory on the basis of the lower 
of cost or market as of December 31, 1941, the market price being $1.70 
per unit: 


Quantity 

Cost per unit 

1,000 

$1.00 

2,500 

1.10 

500 

1.25 

300 

1.75 


One thousand not on hand, but contracted for on a purchase commit¬ 
ment at $1.75 per unit. 

(b) On January 1, 1942, the OPA issued an order placing the retail 
price ceiling at $1.50 per unit. IIow would the inventory be reflected 
in the balance sheet at December 31, 1941? 

{Ohio, April, 1942) 

43. Explain the following terms as used in connection with the valua¬ 
tion of inventories: 

(a) LIFO 

(b) FIFO 

(c) Base-stock 

{d) Retail method 

(e) Average cost 

{Ammcan Institute of Accountants, May, 1945) 

44. (a) Discuss three acceptable methods of inventory valuation com¬ 
monly used. 

(b) State three methods of inventory valuation which you would con¬ 
sider improper. 

{American Institute of Accountants, November, 1944) 
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45. A company bought 120 units in the first year at SI per unit. The 
second year 100 units were purchased at S2 each, the third year 100 units 
were purchased at S3 each, the fourth year 100 units were purchased at 
5^1. Elach year 100 units were sold at a 50 per cent markup on the pur¬ 
chase price of that year. 

Using the foregoing assumptions, compare the three inventory methods, 
ri'z., FIFO, cost or market, LIFO (base stock). Make up a table com¬ 
paring inventory valuations and showing the effect on profits. Which 
of these methods has been recently recognized, with certain limitations, 
under income-tax laws? 

{Kentucky^ November, 1939) 

46. Give an example (including mark-ups and mark-downs) showing 
how the inventory valuation is determined at the end of an accounting 
period using the ^'retail method.” 

{American Institute of Accountants, May, 191^6) 

47. A client of yours asks about several different methods for valuing 
inventories of merchandise that have come to his attention recently, 
lie names them as follows and asks you to tell him what they mean and 
to describe the essential characteristics of each: 

Retail 

Base stock 

Last-in, first out 

Cost or market 

Write a brief reply to the inquiry in summary (rather than letter) 
form. Please observe this does not ask for a discussion of the relative 
merits of the methods. 

{American Institute of Accountants, November, 1941) 

48. Illustrate the retail inventory method, using the various factors 
which enter into its application, selecting your own figures and percent¬ 
ages for this purpose. 

{Ohio, November, 1941) 

49. What is meant by base stock or normal stock inventory? Illus¬ 
trate by examples the situations that may arise. 

{New York, May, 1945) 

50. The Dictator Corporation buys one of its commodities in ungraded 
lots. The material is subsequently graded and classified. One lot of 
10,000 pounds which cost $4,000 was classified as follows; 
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Grade 

Pounds 

Estimated 
selling price 
per pound 

1 

3,000 

80 

2 

4,000 

.70 

3 

2,000 

.60 

No good 

1,000 

None 


What would be the inventory at cost, assuming an inventory consisting 
of 500 pounds of Grade 1; 1,000 pounds of Grade 2; and 100 pounds of 
Grade 3? 

{Wisconsinj November, 194-0) 

51. Prepare a statement setting forth the value of each of the ending 
inventories for the perif)d end designated, and their total value. 

A certain factory manufactures two products, M and 0, producing 
Imth at the same time. 

The cost of the materials and of the supplies consumed is the same for 
each product. 

The other manufacturing costs vary as between the products, and it is 
impossible to keep these separate by products. 

Tf product M were manufactured exclusively, 3,080 units per week 
would be produced. If product 0 were manufactured exclusively, 3,850 
units per week would be produced. And the other manufacturing 
expenses'^ would be the same in each case. 

The auditor’s statement for one particular period showed an average 
cost per unit of product of $7.29, this being exclusive of materials and 
supplies, which cost $5.50 per unit of each product. 

Production for the period under review was; 

Product M. . . 9,680 units 

Product 0. 3,520 units 

The closing inventory of the period consisted of: 

Product M. 1,760 units 

Product 0.. . . 440 units 

{New York, October, 1941) 

52. (a) A nursery company has been inventorying its stock at market 
price less the estimated costs of digging, wrapping, and shipping. It has 
employed a new manager who insists that the stock be inventoried at cost 
plus carrying charges from season to season such as cultivating, watering. 
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transplanting, and a proper proportion of general costs (not including 
interest on investment or other hypothetical costs). 

State the arguments for and against each of the above methods. 

(5) There are several invoices dated at the end of December which 
have been received by a company, but the merchandise was in transit 
at the close of the year. Investigation discloses that of these items 
$12,000 was shipped f.o.b. point of origin and $17,500 f.o.b. point of 
destination. Explain in detail the procedure you would follow Avith 
reference to these invoices. 

{Wiscori sin, Nov ember, 1939) 

53. A company whose fiscal year ends December 31st suspends ship¬ 
ments to customers at the close of business December 28th, in order to 
take inventory. At that time certain finished goods, retpiired to fill out¬ 
standing orders, are segregated and omitted from inventories, although 
such goods remained undelivered until January Ist. The company 
entered them as sales as of December 31st. 

C/omment upon the accounting treatment and give reasons for your 
answer. 

{American Institute of Accountants, November, 19I^f) 

54. (a) Ordinarily how should inventories of raw material, work in 
process, and finished goods be valued? 

(b) Discuss the propriety of providing a reserve in the financial state¬ 
ments for a sharp decline in inventory prices which occurred shortly ;^fter 
the end of your client’s fiscal year but before you had completed your 
audit report. 

{Ohio, May, 1939) 

55. How would you proceed to determine value of merchandise on 
hand at the time of a fire in case the financial records are intact and show 
the amount of inventory at a date four months before the fire? 

{Ohio, May, 194()) 

56. (a) What item on the balance-sheet may be subjected to the 
“gross profit test”? 

(b) Demonstrate by a summary statement how the test is ajiplied 
(using assumed amounts). 

{American Institute of Accountants, May, 1947) 

57. Examination of the inventory records of the Miller Manufacturing 
Company reveals the following inventory practices. You are asked to 
study these data and to make such correcting journal entries as you deem 
necessary assuming the books have been closed prior to your examination. 
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1. Iotentories, December 31, 1939 

(a) Raw material was priced at market value of $61,000. Investiga¬ 
tion shows the following correct inventory totals of individually computed 


items: 

Coat . . . $64,500 

Market. 61,000 

Cost or market, whirhrver is lower 58,700 


(h) Work in process carried at $28,300 
C^ost sheets total as follows: 


Material at 10% above cost $12,100 

Labor at cost. . 9,000 

Factory burden at correct distribution rate 7,200 

Total $^8 


(c) Finished goods at selling price—$48,600. The company operates 
on an average gross profit of 40 per cent of selling price basis. 

2. Inventories, December 31, 1940 

(d) Raw material was again priced at Market Value or $56,900. 
Analysis shows the following totals: 

Cost $63,700 

Market 56,900 

Cost or market, whichever is lnwf‘r 54,200 

(p) Work in process carried at $36,300. 

Cost sheet totals as follows: 


Material at 10% above cost $17,600 

Labor at cost .. 11,000 

Factory burden at correct burden rate 8,800 

Total $37,400 


(/) Finished goods at selling price—$76,800 (includes gross profit of 
40 per cent). 

{Wisconsin, November, 19J^1) 

58. What would you consider the proper overhead rate to use in valuing 
inventories of a manufacturing company operating during a below- 
normal period of production? Above normal? 

{Ohio, May, 

59. During a period of war activity a company pays its employees 
bonuses and overtime premiums to stimulate production. What effect 
would such payments have upon valuation of inventory, and what con- 
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sideration would you give to the valuation of product manufactured in 
normal quantities and normal working hours compared with that cur¬ 
rently produced in overtime hours and with incentive premiums? 

{OhiOj May, 

Investments 

60. (a) State five purposes for which funds may be established by an 
industrial company, identifying two of the funds thus created as current 
assets and three as non-current assets. 

(b) Differentiate between “fund” and “reserve.” 

(c) When may a fund and a reserve be related? Illustrate. 

{American Institute oj Accountants, May, 

61. As of December 31, 1D41, prepare: 

(a) Statement [)f sinking fund in the hands of the Lane Trust Ck)mpany. 

(b) Statement verifying the cash in the sinking fund as reported by the 
trustee. 

A sinking fund is to be established by the Biirlow Company for the 
redemption of a bond issue 20 years hence. The operation of this fund 
is to be given over to the Lane Trust Company, as trustee, to whom 
$5,000 a year is to be paid. The interest on this fund is to be accumulated 
to assist in retiring the bonds before the full 20 years have passed. The 
operating year entis on December 31. 

Under date of June 30, 1941, the company paid over $5,000 to the Lane 
Trust Company. This was the first payment thus made. 

Under date of December 31, 1941, the Lane Trust Company reported: 

L That the $5,000 had been received. 

2. That on July 15, 1941, it purchased four $1,000 bonds at par plus 
accrued interest at 51^ per cent. Interest is payable December 1 and 
June 1 each year. 

3. That $110 of interest had been collected on December 1. 

4. That interest on deposits has been allowed at 2}^ per cent per 
annum, computed semi-annually on the lowest amount of cash in the 
fund during the period. 

{New York, April, 1942) 

62. {a) The Marvin Company issued $50,000, 20-year 4 per cent bonds 
on January 1, 1940. The bond recital contains a provision requiring the 
company to set aside annually out of profits one-twentieth of the par 
value of the bonds. 

In addition, an amount of cash equal to the annual reserve require¬ 
ment, less the amount of interest earned by the sinking fund during the 
prior period, is to be set aside annually. 
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The interest earned on the fund shall remain in the fund. Two per 
cent interest per annum is allowed on the fund. The operations of the 
company provided sufficient profits to meet the requirements of the 
provision. 

Prepare the journal entries for the two years ended December 31, 1940, 
and December 31, 1941, giving effect to the facts set forth in the problem. 

(b) Instead of the plan outlined in (a) it is agreed that the sinking fund 
is to be accumulated by an annual deposit, scimtifically calculated^ and 
an equivalent reserve for sinking fund is to be created out of profits. 

Prepare the journal entries which will properly record the data as of 
December 31, 1940, and December 31, 1941, using $2,057.84 as the annual 
amount to be deposited in a 2 per cent sinking fund. 

{Wisconsin^ November^ 194-2) 

63. A company administers the sinking fund applicable to its own out¬ 
standing long-term ])onds. State, with reasons for your selection, which 
of the following proposals relative to the treatment of sinking fund cash 
and securities you would recommend: 

(a) to mingle sinking fund cash with general cash and sinking fund 
securities with other securities, and to show both as current assets on the 
balance-sheet; 

(b) to keep sinking fund cash in a separate bank account and sinking 
fund securities separate from other securities, but on the balance-sheet to 
treat cash as a part of the general cash and the securities as part of general 
investments, both being shown as current assets; 

(c) to keep sinking fund cash in a separate bank account and sinking 
fund securities separate from other securities, but to combine the two 
amounts on the balance-sheet under one caption, such as '^Sinking Fund 
Cash and Investments,” to be listed as a non-current asset; 

{d) to keep sinking fund cash in a separate bank account and sinking 
fund securities separate from other securities, and to identify each sepa¬ 
rately on the balance-sheet among the current assets. 

{American Institute of Accountants, November, 1947) 

64. A 6 per cent bond, face value $1,000, interest payable January 1 
and July 1, and redeemable at par on January 1, 1944, was bought July 
1, 1941, to yield the purchaser 10 per cent convertible January 1 and 
July 1. 

Required: 

(a) The purchase price of the bond. 

(b) Schedule showing the book value of the bond on each interest date. 

(c) The accounts of the issuing corporation as well as the accounts of 
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a purchaser who keeps his records on an accrual basis, and assume that 
the purchaser sells the bond on July 1, 1943, at 95. 

(Maryland j November j 19J^1) 

65. A small investment company purchased 1,000 shares of Bethlehem 
Steel common stock at 68^ at which time United States Steel common 
Avas quoted at 57J4- Later the company sold the Bethlehem Steel stock 
at 7534 and immediately invested the proceeds in United States Steel 
common at 623-^. The company considered the 6J4-point rise on 
Bethlehem Steel as realized income and so treated it in the books of 
account. Comment briefly on this procedure. 

(Wisconsin, November, 19^) 

66. A corporation has been required to appropriate 5 per cent of its 
earnings and pays this amount to the trustee of a sinking fund for retire¬ 
ment of outstanding bonds originally sold at a premium. This corpora¬ 
tion has induced its bondholders to exchange their bonds for common 
stock. Prepare the necessary journal entries with respect to the unex¬ 
pended balance in the sinking fund when returned to the corporation, 
also such other entries as the exchange requires. 

(Ohio, November, 19Jfl) 

67. Graves owned 100 shares of the capital stock of the Monaco Mining 
C'ompany, for which he paid $5 per share in 1937. Until 1941 he received 
no return on his investment, but beginning in 1941 he received each year 
from the company a check for $250 accompanied by a letter which stated 
that a specified portion of the check represented earnings of the company 
and the balance was a liquidating dividend. The allocation in each year 


was as follows: 

Eanipd Dividnnd Liquidating Dividend 

1941. . I .75 per share $1.75 per share 

1942. 1.50 " 1.00 “ “ 

1943 . 2.50 “ " 

1944 2.00 “ ,50 “ " 

1945 . 1.50 “ 1.00 “ 

1946 . 2.25 “ “ .25 " “ 

1947 . 1.50 “ “ 1.00 “ “ 

1948 . 1.00 “ 1.50 “ ” 


Prepare a schedule showing how Graves should have recorded on his 
books the amount of $250 received each year from the Monaco Mining 
Company and at what value his investment in the capital stock of this 
company should be shown on his balance-sheet at the close of the year 
1948. Give reasons for your answers. 

[American Institute of Accountants, November, 19^8) 
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68. In 1925 the K Company purchased on the open market, for 
J75,000, 1,000 shares of the S Company's common stock, of which more 
than 100,000 shares were then outstanding. During the ensuing years 
dividends were paid regularly and fluctuations in the market value of the 
stock were relatively insignificant, with a general upward tendency. At 
the close of the K Company’s fiscal year ended October 31, 1948 the S 
Company stock was quoted at 150, and the company’s latest annual 
report for its fiscal year ended June 30, 1948, shows a book value per 
share of approximately $165. Although a manufacturing concern, the 
K Company has a substantial investment in the securities of other 
companies which it neither controls nor in the direction of which it 
participates. 

The president of the K Company proposes to increase the asset value 
of S Company stock on the K Company’s books to $150 per share. 

Discuss this proposal, indicating how the K Company’s financial state¬ 
ments would be affected if it is carried out, and the reasons for and 
against its adoption. 

{American Institute of Accountants, November, 191^.8) 

69. The capital of the B C’orporation is represented by 100,000 shares 
of no-par capital stock, with a stated value of $5.00 per share, paid-in 
surplus of $750,000 and earned surplus of $180,000. The company 
authorized its employees to subscribe to its capital stock at $13.50 per 
share, the amount of each subscription to be paid through payroll deduc¬ 
tions over a period of ten months. Subscriptions from employees were 
received for 10,000 shares. At April 30, 1948, payroll deductions appli¬ 
cable thereto had been made in the aggregate of $108,000. 

During the preceding six months the company had purchased in the 
open market shares to be used to issue to the subscribing employees when 
their payments had been completed. At April 30, 1948 it held 8,000 
shares purchased at an average outlay of $13.20 a share. 

State two methods of showing the shares thus acquired on the com¬ 
pany’s financial statements as of April 30, 1948, and explain the theory 
underlying each method. 

{American Institute of Accountants, May, 194-7) 

70. The directors of the SMT C'orporation authorized the establish¬ 
ment of an Employees’ Purchases Fund to be under the direction of an 
officer of the company as trustee and ordered the treasurer of the com¬ 
pany to transfer from General Cash to the Trustee of the Employees’ 
Purchases Fund the sum of $100,000 for his use in carrying out the pur¬ 
pose for Avhich the fund Avas created. 
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In its authorizing resolution the directors stipulated that: 

(a) The fund was established for the purpose of purchasing automo¬ 
biles, refrigerators, stoves, furniture and the like, to be resold to SMT 
Corporation employees at cost plus 5 per cent. 

(h) Merchandise would be sold for cash or in accordance with a deferred 
payment plan which provided for interest at the rate of one-half of one 
per cent per month on any unpaid balance. 

(c) No trade-ins would be accepted as part payment. 

(d) Any merchandise recovered by the Trustee as the result of non¬ 
payment of installments was to be transferred to the (Corporation, for its 
use or disposal, at the value allowed by the Trustee as a basis of recovery. 

(e) The trustee was to deposit in a separate bank account the sum 
received from the Corporation for the initial capital of the fund and to 
handle through such account all subsequent transactions, including 
operating expenses, incident to the purchase of merchandise and its sale 
to employees. 

(/) The amount appropriated was to be a revolving fund, to be con¬ 
sidered an investment of the corporation. 

(g) An adequate system of accounts was to be set up to reflect the 
current transactions, to provide a general ledger control of inventories 
and a basis for adequate financial statements relative to its condition and 
operating results. 

Submit a classification of the trustee’s general ledger accounts with 
descriptions of typical entries for each and their resulting balances. 

{American Imtiliite of Accountants, May, 1948) 

Fixed Assets 

71. Certain manufacturers of machinery lease their product for a term 
of years with an agreement to convey title for a nominal consideration 
when a fixed amount of rentals has been paid. Outline the entries which 
would be necessary to illustrate the accounting steps involved in such 
transactions. 

{Ohio, May, 1943) 

72. To what extent do you consider the following items to be proper 
elements of cost of fixed assets? Give reasons for your opinion. 

(a) Overhead of a concern which builds its own equipment. 

{h) Cost of constructing new models of machinery. 

(c) Cash discounts on purchases of equipment. 

{American Institute of Accountants, November, 1945) 

73. A corporation which has built machinery for its own use incurred 
costs aggregating $10,000 for each of the first two machines and $0,000 
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each for those subsequently produced. What is the proper accounting 
practice for the treatment of the excess costs of the machines first 
produced? 

{Ohioj Novemberj 1941) 

74. Your client manufactures a machine for his own use in plant pro¬ 
duction. The cost of the machine is lower than it could be purchased 
on the market. 

(а) What value should be used on the books of account? 

(б) If cost to manufacture was higher than outside purchase price 
what value should be used on the books? 

{Ohioj May^ 1944) 

75. How should idle property be dealt with on a company’s books in 
the following situations? 

(a) Property held temporarily idle but having a utility value under 
normal conditions. 

(h) Property now idle and having no future utility. 

(American Institute of Accountants, November^ 194S) 

76. When a corporation undertakes its own construction work, on 
what basis is it permissible for it to make charges to property account in 
respect thereof? Your answer should embrace charges for planning, 
constructing, supervising, administrative, capital investment, financing, 
etc., in such detail as to indicate clearly your knowledge of this subject. 

(Ohio^ November, 1941) 

77. Before construction of a new building an old building is removed. 
Can the cost of the old building be added to the cost of the new building? 
Discuss. 

{Ohio, October, 194^) 

78. (a) State the difference between capital expenditures and revenue 
expenditures. 

(b) Group the following six items in three related pairs: (1) Additions, 
(2) Ordinary repairs, (3) Replacements, (4) Maintenance, (5) Renewals, 
(6) Betterments. 

(c) The A Company constructs an extension of its factory building at 
a cost of 1200,000 and pays the cost in cash. The extension is on land 
leased for a period of 20 years and its useful life from an operating view¬ 
point, regardless of ownership, is estimated at 40 years. Give in journal 
form the entries that you would make to record the cost of the extension 
and to record the charge for the first year’s depreciation in the accounts 
of A Company. 


{American Institute of Accountants, May, 1940) 
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79. In 1947 the Enterprise Electric Company build a new plant, chiefly 
with its own labor and under the direct supervision of its own engineers. 
Pursuant to instructions from the board of directors, a percentage of 
direct labor costs incident to this project was included in the cost of the 
new plant and credited to the salary accounts of the president, the general 
manager, and the controller, respectively. 

(a) Discuss briefly: the theoretical soundness of the procedure of 
including in the cost of construction any part of the salaries of such 
officials as are identified above. 

(b) Indicate on what basis, if at all, any portion of such salaries should 
be charged to the cost of the new plant. 

{American Institute of Accountants^ November, 194-7) 

80. In 1907-8 the K Company erected a building at a cost of $100,000. 
It depreciated the building at the rate of 2} 2 per cent a year, with the 
result that at the close of its fiscal year ended March 31, 1948, its net 
book value was zero. In February, 1948, the company declined an offer 
which involved (a) purchase of the building for $50,000, and {b) lease of 
the building site for a period of 50 years. The assessed value of the build¬ 
ing is $35,000. 

Discuss the factors you would consider in determining the value, if 
any, at which the building should be stated on the K Company’s balance- 
sheet at March 31, 1948. 

{Aincrican Institute of Accountants, May, 19/f8) 

81. C’orporate ])onds issued for the purpose of building construction 
are sold at a discount. Can the discount be charged to the building 
account? Discuss. 

{Ohio, October, 194^) 

82. (a) Cbve three kinds of assets which are amortized over a period 
of years. 

{b) Explain the method of amortization in each case. 

{Ohio, May, 194^) 

83. On January 2, 1941, a corporation purchased factory land and 
buildings for $150,000, of which $50,000 represented the cost of land and 
$100,000 the cost of the buildings. 

The buildings were depreciated at the rate of 5 per cent per year, and 
at December 31, 1943, the reserve for depreciation aggregated $15,000. 

On January 2, 1944, the board of directors had an independent apprai¬ 
sal made, which indicated a present, fair value of $60,000 for the land 
and $130,000 for the buildings. 
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The directors wish to adjust the books of account to reflect said fixed 
assets at the appraised values instead of at cost. 

(a) In your opinion, is this upward adjustment proper? State your 
reasons for or against recording it on the books of account. 

(b) If this upward appraisal is recorded on the books at January 2, 
1944: 

1. What account should be credited? 

2. On what building valuation will depreciation for 1945 be com¬ 
puted? 

3. Will said depreciation be charged to profit and loss or to a sur¬ 
plus account? 

(c) Assuming that the fixed assets were recorded at their appraised 
value of $190,000 at January 2, 1944, and then at December 31, 1944, 
one-half of said land and buildings are sold for $95,000, state what journal 
entries should be made to record the sale and the profit or loss thereon. 

{New Yorkj November^ 194-5) 

84. (a) In an audit made as of December 31, 1943, you discover a 
charge to the reserve for depreciation for an amount of $50,000 and a 
credit of $1,500. The $50,000 represented the cost of a new machine 
purchased on July 1, 1943, to replace an obsolete machine costing 
originally $35,000. The old machine sold at scrap value for $1,500. 
The machines both had estimated lives of 20 years. The company had 
accumulated $24,000 depreciation on the old machine to July 1, 1943, but 
continued to depreciate it through the end of the year. 

What entry would you make to correct the records? 

(b) What, in your judgment, are the relative merits of retirement 
accounting vs. depreciation accounting? 

{Wiscon.^in, Novemberj 1944) 

85. A business enterprise owns a truck which cost $1,000 and on which 
depreciation of $800 has been charged to operations and deducted on 
Federal income-tax returns to December 31, 1944. On January 2, 1945, 
the company purchased a new truck at a price of $2,000, being allowed, 
however, a trade-in value of $500 for its old truck. 

(a) State the journal entries to reflect the foregoing transaction on the 
books of account. 

(b) Will the above transaction result in any allowable profit or loss on 
the company’s 1945 Federal income-tax return? 

(c) On what fixed-asset value will depreciation be based on the 1945 
Federal income-tax return? 


{New Yorkj November^ 194^) 
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86. (a) Mention as many as you can of the elements that should be 
taken into consideration in determining a proper depreciation allowance 
for fixed assets. 

(h) State your opinion, with reasons, as to whether, in a period of 
currency inflation, changes should be made in depreciation allowances 
established prior to the beginning of the inflationary period. 

(c) Explain the following statement, and give your opinion as to its 
correctness, with illustrative figures; “During periods of industrial reces¬ 
sion, when no additions to capital assets are being made, working capital 
may be materially increased even if the company is operating at a loss, 
provided the depreciation allowance is earned.” 

{Maryland, Novemberj 1940) 

87. The Local Box Manufacturing Company has consulted you with 
reference to the advisability of replacing some of its equipment with 
machines of a more modern design. 

You find that the equipment now in use cost $15,000 per machine when 
purchased eight years ago. Depreciation has been taken at the rate of 
8 per cent for the full eight years. Machine capacity output is 80,000 
units per year, and the machine requires the services of two employees to 
operate at salaries of $1,200 each. 

A new machine with an annual capacity of 140,000 units and an esti¬ 
mated life of 10 years and no salvage value can be installed at a cost of 
$18,000 with a trade-in allowance of $2,000 for each old machine. The 
new machines require the services of only one operator at an annual 
salary of $1,800. The company desires to replace three of the old 
machines with two of the new models. Write a brief report to your client 
supporting your recommendation with figures obtained from the above 
data and showing the net operating result at the end of a three-year period 
if the change is made. Financing costs are to be ignored. 

{Wisconsin, November, 19S9) 

88. Explain what is meant by a composite rate in depreciation account¬ 
ing. Using simple assumed figures for life expectancy, cost and salvage, 
show by a brief schedule the computation of (a) composite life, and (5) 
composite rate. State clearly the assumptions which you have made and 
which are used as your basis for the computations. 

{American Institute of Accountants, November, 1940) 

89. What is meant by depreciation of property on (a) a unit basis, {b) 
a composite basis, and (c) a group basis; how are the provisions for depre¬ 
ciation calculated and how are retirements of property dealt with under 
each? 

{American Institute of Accountants, November, 1943) 
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90. Present an argument supporting the view that accelerated opera¬ 
tion of equipment does or does not generally justify a proportional increase 
in the amount of the depreciation. 

{American Institute of Accountants^ May^ 19/^3) 

91. Your client has consistently used a 10 per cent composite deprecia¬ 
tion rate on its machinery account. In the normal course of events, a 
certain machine has exhausted its useful life in six years. An entry has 
been made charging depreciation reserve with 60 per cent and profit and 
loss with 40 per cent of the original cost. Discuss the propriety of this 
procedure. 

{Ohio^ May, 194-6) 

92. The Jackson Corporation bought a machine on June 1, 1943, for 
IB5,000, F.O.B. the place of manufacture. Freight to the point where it 
was set up was $200, and $125 was expended to install it. The machine’s 
useful life was estimated at 10 years, with a scrap value of $50. In June, 
1945, an essential part of the machine was replaced, at a cost of $600, 
with one designed to reduce the cost of operating the machine. On 
June 1, 1948, the company bought a new machine of greater capacity for 
$9,000, delivered, being allowed a trade-in value on the old machine of 
$2,000. To prepare the old machine for removal from the plant cost 
$75, and expenditures to install the new one were $225. It is estimated 
the new machine will have a useful life of 10 years, with a scrap value of 
$100 at the end of that time. 

Assuming depreciation to be computed on the straight-line basis, pre¬ 
pare schedules showing the amount of depreciation on this equipment 
that should be provided in the accounts during the year beginning June 
1, 1948: 

(a) Under usual accounting theory. 

(b) Under federal income tax regulations. 

{American Institute of Accountants, November, 194-3) 

93. On January 1, 1946, the R (h)mpany assigned to the D Company, 
for a substantial consideration, its lease on a piece of vacant property, 
which will run until January 1, 1977, with an option of renewal for an 
additional period of twenty years. 

During the year 1946, the D Company constructed on the property a 
building with an estimated life of 50 years. On January 1, 1947, the 
building was ready for occupancy and the company installed removable 
machinery with an estimated average life of twenty years. 

In view of the foregoing facts, state over what period each of the follow¬ 
ing on the D Company’s books should be written off: 
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(ti) Bonus paid to B Company; 

(b) Original cost of the building; 

(c) Cost of building improvements; 

(rf) Machinery 

Clive reasons for your answers. 

{American Institute of Accountants^ November^ 19/^7) 

94. The following accounts appear on the books of the Dover Manu¬ 
facturing Company; 

Machinery Account 
(Depreciation 5% fixed proportion) 


Jan. 1, 1937 Purchaso. . . . 

. $00,000 

Dec. 31, 1937 Depreriatinn. . . 

. . $ 3,000 

Jan. 1, 1938 Purchase. . . . 

. 20,000 

Dec. 31, 193H Depreciation... 

4,000 

Jan. 1, 1939 llepairs. 

. 2,000 

Dec. 31, 1939 Depreciation.. . 

4,100 

Jan. 1, 1940* PuriJuiae. . . 

. 3,000 

Jan. 1, 1940* Allowunce. 

1 800 

Jan. 1, 1941 Renewal.... 

. 1,500 

Dec. 31, 1940 Depreciation. . . 

4,250 

Jan. 1, 1941 Purchase- 

. 4,000 

Dec. 31, 1941 Depreciation... 

4,475 


SuRmiTs 

A(^ COUNT 




Ralaiiee Jan. 1, 1941. 

. . $82,000 


Profit and Loss Acm’ount 



1941 Net profit. 

. $16,000 


* A npw mai’hinn was inirrhasod on January 1, 11)40, for $3,000. An old machine whiili was purcliaacri 
at a Ljoat of $2,000 on January 1, 1037, was traded in for $1,800 on this deal, and the balance of $1,200 
paid in cash. 


Re(|uired: 

(a) A single compound journal entry to correct the books. 

(I)) Statement of account balances after adjustment. 

{Wisconsin, November, 1942) 

95. The A corporation computes annual depreciation on its plant on 
the basis of units of production. The plant asset balance at January 1, 
1944, was 11,250,000 and the reserve for depreciation at that date was 
$395,000 leaving a balance to be charged off through depreciation of 
$855,000. It -was then estimated that, starting January 1, 1944, 
1,900,000 units would be produced over the remaining useful life of the 
plant. 220,000 units were produced in 1944. 

No change occurred in the plant account or the depreciation reserve 
account, except for the 1944 depreciation, until January 1, 1945. On 
that date an item of equipment which cost $75,000 was retired and 
scrapped. The management’s policy is to charge cost of plant assets 
retired to the depreciation reserve. On the same date new equipment 
which cost $124,000 was placed in service and payment was made in 
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cash for the equipment. It was then reestimated that, as a consequence, 
there would be produced 2,000,000 units over the remaining useful life 
of the plant from the beginning of business on January 1, 1945. The 
production was 245,000 units in the year 1945. 

Present journal entries with brief explanations to record the effect of 
the foregoing retirement and addition of equipment and for depreciation 
for the years 1944 and 1945. 

{American Institute of Accountants, May, 19^6) 

96. The book value of a client’s plant and equipment at June 30, 1945, 
was 3^500,000. In connection with a restatement of the accounts of the 
client company, constituting a quasi-reorganization, an appraisal was 
made as of that date, by an independent appraisal company, which 
showed a value of 3f750,000. The client’s board of directors at their 
meeting of November 5, 1945, passed a resolution to the effect that the 
appraisal value should be set up on the books as of July 1, 1945, and you 
are called upon to prepare the necessary entries. 

(o) Give the journal entry or entries which you would make to set up 
the appraisal value. 

(5) Give the entry or entries which you would make as at December 
31, 1945, the close of the fiscal period, to provide for depreciation for the 
entire year with appropriate allowance for the new valuation—assuming 
a composite rate of 5% per annum, and that no additions (other than 
with respect to the appraisal) were made to the capital account during 
the entire calendar year. 

{Americaji Institute of Arcountajits, November, IdJ^G) 

97. The Hill Gorporation has been carrying an office equipment account 
on its books which it has been depreciating at the rate of 10 per cent per 
annum (additions at one-half the normal rate for the year of acquisition). 
The office equipment account and the reserve fur depreciation account 
stand on the books as follows: 


Asset Arrouiit 

January 1, 1936.$14,000 

1037 additions. 1,500 

1938 additions. 2,500 

1939 additions. 300 

Total. $18,300 

ItescrvD Account 

1936 . $ 1,400 

1937 . 1,475 

1938 . 1,675 

1939 . 1,815 

Total. . . .jrT,365 











THEORY QUESTIONS 


467 


Analysis reveals that many items included in the account have a longer 
or shorter life than 10 years and that a single rate of 10 per cent is inaccu¬ 
rate. From the following breakdown of the account you are to deter¬ 
mine (a) the correct depreciation charge for each year and (b) the adjust¬ 
ing entry necessary to correct the books as of December 31, 1939. 

Correct Hate of Depheoiation 


4% 5% 10% 20% 

January 1, 1936. $5,000 $3,000 $4,000 $2,000 

1937 additions. 500 1,000 

1938 additions. 1,000 1,000 500 

1939 additions. 300 

{Wisconsin, November, 194-0) 


98. The Co. acquired a machine at a total stated invoice cost of 

$50,000, payable $10,000 upon delivery and $5,000 quarterly thereafter 
for two years. The estimated life of the machine was 10 years. The 
entries made on the Company's books were, in summary: 

Marhine Tools. $50,000 

Cash. $10,000 

Vendor. 40,000 

One of the officers questioned this treatment, contending that it resulted 
in an overstatement of fixed assets, an overstatement of liabilities, and 
an improper (and nonconservative) spreading in annual reports of a por¬ 
tion of the total expenditure of $50,000. 

{American Institute of Accountants, May, 1D4B) 

99. The A Corporation acquired a battery of machines on a conditional 
sales contract which containeil the following provisions: 

(d) Monthly rental of $5,000. 

(?^) Title may j)ass after 40 monthly rental payments, plus $100,000 
in a lump sum within three months of final rental payment. But until 
then, A Corporation was merely a bailee with absolute right to purchase 
upon complying with the terms of the contract. 

(c) Agreement may be terminated by failure to make monthly rental 
payments or by return of the chattels to the owner. 

After making eight monthly payments, you are required to prepare 
entries giving effect to the above contract. 

{Ohio, April, 1942) 

100. Your client has fully amortized extensive facilities purchased for 
war production but usable in his commercial operations. What account¬ 
ing treatment with respect to such facilities would you consider proper 
in the postwar period? 


{Ohio, May, 1940) 
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101. The City Supply Company has experienced some difficulty in 
figuring depreciation on its auto trucks, and you are requested to prepare 
a schedule in convenient form which will enable the bookkeeper to deter¬ 
mine the proper annual depreciation charge. 

Attto Tkitck Data 

Depreciation rate to be used -25 per cent per annum 

Charges 

Trurk 1—Bought January 1, 1936 Cost—$1,275 
Truck 2—Bought July 1, 1936 C^ost— 1,100 
Truck 3—BougVit January 1, 1937 (^ost— ] ,400 
Truck 4—Bought January 1, 1938 Cost— 2,000 
Truck 5—Bought January 1, 1939 Cost— 1,200 
Truck 6—^Bought July 1, 1939 Cost— 1,800 
Credits 

Truck 2- Sold January 1, 1939 
Truck 3 -Sold July 1, 1940 

Prepare a depreciation schedule on the al)ove to January 1, 1941. 
Depreciation is to be figured from date of aeriuisition to date of sale on 
trucks sold. 

(ir 'iscA}7isin, Nov(^mhfr, 1942) 

102. (a) What are the usual purposes of an appraisal of plant and 
machinery? 

(5) What do larger appraisal values indicate? 

(O/uV), TlJrjjy, 1944) 

103. State your opinion of each of the following three conditions of a 
corj)oration, suggesting any changes that you believe necessary and gi\ e 
your reasons therefor: 

{(i) A competent appraisal of the property accounts was made in the 
yiair 1941 and the current values thus reported were set up on the books 
and cajried at these higher values in its published statement as of Decem¬ 
ber 31, 1941; 

(?;) Deprfu'iation is charged and listed in the corporation’s statement of 
income for 1942 at the rates and on the basis used and approved for 
federal income-tax purposes in prior years; 

(r) In setting up the appreciated values on the books, a charge w’a,s 
made increasing the property account values and a credit in like amount 
(‘ntered to “Surplus,” the only account of this nature used by the cor¬ 
poration in its record-keeping. 

(Ammcan Inaiituie of Acrountants, May, 194^) 
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104. The building and equipment of a company cost $500,000; the 
reserve for depreciation was $250,000. The Appraisal Company reported 
the reproductive new value to be $750,000 and the sound value to be 
$375,000. 

(a) Submit journal entries to record the appraisal values on the books. 

(h) What future disposition would be made of the appreciation? 

{Ohio, May, 194-5) 

105. On January 2, 1937, the Z Manufacturing Company purchased 
for $30,000 cash a certain patent (Patent A) which had been issued 
January 2, 1930, and took an absolute assignment thereof. The same 
day (January 2, 1937) there was issued to the company another patent 
(Patent B) covering a new and different invention, which had been 
developed in the company’s laboratories and machine shop at a total cost 
of $40,000. In 1939 the company brought suit for the infringement of 
Patent A and obtained a final court decision adjudiealing Patent A lo 
be valid and infringed. The cost of the suit was $5,000, which amount 
the company paid December 31, 1939. The next year an action was 
brought against the company on the ground that Patent B was an 
infringement of an earlier patent covering a similar device. The company 
defended and likewise succeeded in obtaining a decision that Patent B 
was valid. The cost of this litigation in the amount of $7,500 Avas paid 
by the company on December 31, 1940. 

Compute the value of each patent as of December 31, 1942. 

{Maryland, Nove7nhcr, 194-2) 

100. Because of accelerated operations of a mining company, i1 appears 
that the mineral resources Avill be exhausted before the reserve for depre¬ 
ciation of the plant and equipment is equal to the depreciable value of 
such assets. Comment thereon. 

{American Institute of Accountants, November, t94-4) 

107. Accelerated usage of machinery has created a requirement for 
repairs not proAuded by the normal maintenance program, and wear and 
tear is greater than contemplated by normal depreciation rates. All 
repairs that are required cannot be made because the machines are being 
utilized on a three-shift basis. Is it necessary to recognize this situation 
in current financial statements? 

{American Institute of Accountants, November, 1944) 

108. The A Company received a gift of several acres of land adjoining 
its present plant site. The assessed value of the property is $100,000. 
The day after the property had been transferred to it, the A Company 
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refused a firm offer of $100,000 for it. The donor had paid $150 for the 
land thirty years before. 

Draft a journal entry to record the foregoing transaction in the accounts 
of the A Company, indicating in your explanation the reason for selecting 
whatever value, if any, you use for recording the gift. 

Facts as to the valuation to be stated, other than those included in the 
question, may be assumed and stated, if necessary, to develop what you 
consider an appropriate accounting procedure and to provide adequate 
supporting reasons for that procedure. 

{American Institute of Accountants, November, 1947) 

109. (a) Where intangibles have no limited term of existence (such as 
limitation by law, regulation, or agreement), and as to which there is, 
at the time of acquisition, no indication of limited life, how should they 
be carried upon the books and when, if ever, may they be written off? 

(?>) Name four such intangibles. 

(c) When may a leasehold improvement be written off over a period 
less than the life of a lease? 

(d) Under what circumstances may a leasehold be entered upon the 
books as an asset? Explain the accounting treatment covering the dis¬ 
position of such charges. 

{American Institute of Accountants, November, 1946) 

110. The R Company has agreed to sell its business to the Q (k)mpany 
for a sum which represents the book value of its assets less its liabilities, 
plus an amount for goodwill. The directors of the R Company propose 
as the payment for goodwill the sum of the company’s net profits after 
income taxes for the years 1944, 1945, 1946, and 1947. You are asked 
to comment on the fairness of this proposal and to suggest a basis for 
determining the goodwill if you feel that the proposal of the R C/ompany 
is open to criticism. 

{American Institute of Accountants, May, 1947) 

Liabilities 

111. When should liabilities for each of the following be recorded on the 
books of an ordinary business corporation? 

(a) Dividends 

(b) Purchase commitments 

(c) Acquisition of goods by purchase on credit 

{d) Officers’ salaries 

(e) Special bonus to employees. 

{American Institute of Accountants, May, 1947) 

112. In listing the balances in the accounts payable ledger you note 
there are debit balances in a number of the accounts. 
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(a) What may have been the cause of three such accounts? 

(t;) How should creditors^ debit balances be shown on the balance 
sheet? 

{OhiOj May, 19^5) 

113. A company has accepted a number of notes receivable, some of 
which it has discounted. Assuming the latter to be of material amount, 

(a) State three ways of showing the contingent liability on a balance- 
sheet; and 

{h) (live a reason for or against each method. 

{American Institute of Accountants, November, 194-4) 

114. (a) In the preparation of a proprietorship or partnership balance 
sheet should liability for Federal income tax be shown? 

{})) Must all liabilities of a proprietor be included in a balance sheet 
of his business? 

Give reasons for your opinion. 

{Ohio, October, 1949) 

115. Prepare a table showing the equitable amortization of the dis¬ 
count each year. 

The X C\)rporation sold a 5 per cent note issue of $100,000 at 90 on 
July 1, 1942. The interest is to be paid semi-annually, and the notes 
are to be paid at the rate of $20,000 each July 1, beginning July 1, 1944. 

(New York, April, 194-3) 

116. A corporation having issued a 6% $100,000 mortgage maturing 
December 31, 1943, could not pay the mortgage upon maturity. A five- 
year extension was granted by the mortgagee in consideration of $20,000 
paid in reduction of principal. At the same time the interest was 
reduced to 5% per annum, 2^2% payable on December 31 of each year 
and the remaining 2^2% payable within sixty days but only if earned. 
The full 5% was to be cumulative and any unpaid interest was to become 
a lien on the property. 

On December 31, 1944, interest at the rate of 23-^% was paid in the 
amount of $2,000 but the additional 23^^ % had not been paid. 

II ow should the situation be shown on the balance-sheet (a) if the addi¬ 
tional $2,000 had been earned and {b) if it had not been earned? 

{American Institute of Accountants, May, 194-5) 

117. On the books of the A Corporation you found entered as of 
January 1, 1943, an issue of $1,000,000.00 first-mortgage 3 per cent Vjonds 
sold at 95. The bonds mature as follows: $200,000 on January 1, 1946, 
$100,000 annually on January 1 of each of the five next succeeding years, 
and the balance of $300,000 on January 1, 1952. Your client requested 
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that you prepare a table showing the amortization of the discount using 
the bonds-outstanding method. 

{Ohio, October, 1943) 

118. A corporation sells at 10 per cent discount an issue of $1,000,000 
par of its bonds, bearing 6 per cent interest, maturing in 10 years, and 
callable in total at any time prior to maturity at 101. After 3 years the 
company finds it can refund with a like amount of 3 per cent bonds, of 
10-year life, at a market price of 08. Show the entries necessary to state 
correctly the accounts (a) at the end of the third year before the refinanc¬ 
ing, (fi) at the beginning of the fourth year after effecting sales of the 
new issue and redemption of the old. 

{Ohio, May, 1944) 

119. (a) State three methods of accounting for discount on an iinma- 
tured bond issue where the outstanding issue is replaced by one of a 
longer term and carrying a lower interest rate. 

(fi) Which method do you prefer and why? 

{Ohio, October, 1944) 

120. A corporation was considering, in 1940, the issuance of bonds as 
of January 1, 1947, as follows: 

Plan 1: $1,000,000 par value 5%, 1st mortgage, 20-year bonds, due 
December 31, 1900, at 94, or 

Plan 2: $1,000,000 par value 5%, 1st mortgage, 20-year bonrls, due 
December 31, 1900, with provision for payment of a 6% pro- 
mium upon maturity. 

Give two separate sets of journal entries with appropriate explanations 
showing the accounting treatment which the foregoing bond issues would 
necessitate, respectively: 

(d) At time of issue 

(6) Monthly thereafter 

(c) Upon payment at date of maturity 

Crusts of issue such as printing, lawyers’ fees, etc. may be ignored for 
the puipose of answering this question. Discount and premium are to 
be allocated to accounting periods on a straight-line basis. 

{American Institute of Accountants, May, 1941) 

121. The balance-sheet of the Williams (Corporation at June 30, 1948, 
included the following items: 


5% convertible general mortgage bonds. 12,000,000 

Capital stork, 400,000 shares, par $10 per share. 4,000,000 

Earned surplus. 800,000 
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Under the terms of the bond indenture the bonds are convertible into 
stock at any interest date at the option of the bondholder on the basis 
of one $1,000 bond for 100 shares of stock. 

On July 1, 1948, Green, a bondholder, converted 100 $1,000 bonds into 
stock. 

Journalize this transaction on the books of the Williams Corporation 
and explain the theory underlying your entry. 

{American Institute of Accountants, Novcmher, 19^8) 

122. Among the assets of the Soya Company, a going concern, are the 
following: 


Trade debtors. $48,250 

U.S. Treasury Tax Notes. 25,000 

Marketable securities (market value $50,000) at cost. . 42,900 

The current liabilities include: 

Notes payable to Bank A. $40,000 

Note payable to Bank B. 30,000 

Accrued federal taxes. 35,000 

Loan by company’s president. 50,000 


The entire amount owing by Trade Debtors is pledged against the 
notes payable to Bank A; the U.S. Treasury Tax Notes will be applied in 
payment of federal taxes; the marketable securities are held by the presi¬ 
dent of the company as security for his loan; and the president has pledged 
GOO shares (par value $100 per share; book value $110 per share; no listed 
market price) of Soya Company capital stock issued to him, as security 
for the loan from Bank B. 

The treasurer of the company has prepared a balance-sheet as of the 
close of its fiscal year in which the liabilities stated have been offset 
against the assets pledged against them, in such a way that the excess of 
a liability over the asset pledged as security for its payment appears as 
a liability and the excess of a pledged asset over the liability protected 
by it appears as an asset. 

Comment on this procedure. 

{American Institute of Accountants, November, 194-8) 

123. In August, 1947, the Rex Corporation purchased for its use in 
manufacturing operations, at a cost of $200,000, real estate, consisting 
of land and a building erected thereon, subject to a mortgage of $125,000, 
but has not at any time assumed the mortgage. In preparing the com¬ 
pany’s financial statements as of August 31, 1947, the close of its fiscal 
year, the controller included the gross cost of the property, $200,000, in 
fixed assets and the amount of the mortgage, $125,000, in fixed liabilities. 
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The company’s treasurer objected, contending that the amount of the 
mortgage should be shown on the asset side of the balance-sheet as a 
deduction from the gross cost of the real estate, and omitted from the 
liability side of the statement. 

Would you uphold the controller in his presentation or the treasurer 
in his contention? Give reasons for your answer. 

{Amcrivan Institute of Accountants^ NovemheTj 194-7) 

124. In March, 1048, the Ibxrnes Gompany ordered for resale, standard 
merchandise (that is, merchandist' imt made to its special order), at a 
cost of $100,000, which it had not received by March 31, 1048, the close 
of its fiscal year. 

(a) lOxplain under what conditions the Barnes Gompany should show 
this amount as a lial)ility on its balance-sheet as of March 31, 1948. 

(?j) JCxplain under what ctmditions it is proper for the Barnes Gompany 
to omit this amount as a liability on its balance-sheet as of March 31, 
1948. 

(c) Explain how this amount should be treateil, if at all, [)n the balance- 
sheet of the Barnes Gompany as of March 31, 1948, if it is not show n as a 
liability. 

Give aderjuaie reasons for your answer to each part of this r|uestion. 

(Arncriran Institute of Accountants, May, 1947) 

Net Worth 

125. (a) State briefly the nature of the account “capital surplus.” 

{b) Give five sources of capital surplus. 

{Ainiriran Institute of Aecountnnts, ]\Iay, 1940) 

12b. JTow would you di'scribe the capital of a coiporation which has 
an issue of 100,OOt) shares of common stock of no par valui', but a stated 
value fixeil by the B[)ard of Directors of $5.00 per share and an excess t)f 
assets over liabilities of $1,500,000? 

{American Institute of Accountants, May, 1949) 

127. On January 1, 1943, the K Gompany, a Maryland corporation, 
had paid-in surplus, $t),000; earned surplus, $10,000; and capital stock 
common, $100,000, all [)f which stock had ])een issuerl for cash on Febru¬ 
ary 1, 1912. On March 1, 1913, the corporation bought for cash 000 of 
its issued shares at $52 a share. On July 1, 1943, the corporation reclassi¬ 
fied 500 of the purchased shares into 500 shares of C per cent preferred 
stock, par value $100 a share; and on September 1, 1943, it issued all 
the preferred stock for cash at $110 a share. On November 1, 1943, the 
corporation canceled and retired 50 of the remaining 100 purchased com¬ 
mon shares. 
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Set up: 

(a) Journal entries (omitting explanations) and balanced ledger 
accounts to record each of the above transactions. 

(?>) The net worth section of the corporation’s balance sheet at close of 
business November 1, 1943. 

(Maryland^ Noveinhcr^ 1943) 

128. After operating a number of years, a corporation showed a neb 
worth of |r)00,000 of which $100,000 was represented by 1,000 shares of 
$100 each and $400,000 was earned surplus. A 300% stock dividend 
Avas paid, making the capital stock $400,000 and earned suri)lus $100,000. 

The operations of later years showed an aggregate loss of $280,000, 
leaving a deficit of $180,000. 

The corporation then reduced the par value of each share of st[)ck to 
25% of its former value, thus restoring the capital to the original jimount 
of $100,000. The deficit was absorbed and the surplus shoAvn as $120,000. 
It is argued that this surplus represents the net operating result since 
organization and is therefore earned” surplus. 

Give a reasoned opinion, disregarding legal aspects. 

{American Insiiinie of Accountants, May, 194^5) 

129. Gorporation accounts include in capital surplus the amount by 
which the par value of preferrial slock was reduced. When this pre¬ 
ferred stock was later called and retired, what, if any, adjustment would 
you make to the capital surplus account? Use illustrations in your 
answer. 

{Ohio, October, 194^1) 

130. How should the payment of the following stock dividends be 
recorded? 

(a) Par-value preferred stock. 

{b) Par-value preferred stock with redemption privileges. 

(c) Par-value common stock. 

(c?) Par-value common stock issued at premium. 

(e) Stated-value capital stock. 

(f) No-par capital stock. 

{American Instifi/lc of Accountants, November, 1943) 

131. The L-M-N Corporation was authorized under its certificate of 
incorporation to issue 10,000 shares of 7 per cent cumulative preferred 
stock, par value, $100 per share and 100,000 shares of common stock, 
par value, $10 per share. 

The entire issue of preferred stock was sold for cash at $110 per share. 
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One half of the common stock was sold for cash at a discount of 20 per 
cent, the remainder being unissued. 

The company immediately after the sale of its stock purchased a plant, 
equipped for operation, for $600,000. 

In preparing the company's balance-sheet at the end of its fiscal year 
the following suggestions are offered as to the treatment of the discount 
on the common stock. 

(a) It should appear as an asset on the balance-sheet entitled "'Dis¬ 
count on Capital Stock.” 

(/;) It should be included as part of the plant account without identi/i- 
cation. 

(r) It should be identified as ""Organization Expense” and shown as 
such on the balance-sheet. 

(d) It should be identified as “Goodwill” and so shown on the 
balance-sheet. 

(e) It should be shown in the (kipital section of the balance-sheet as 
a deduction from Common Stock Issued. 

(/) It should be applied as an offset to Premium on Preferred Stock, 
and be thus reflected in the ('apital section of the balance-sheet. 

State which, if any, of the above suggestions you approve for adoption, 
indicating both your reasons for your approval and your objections to 
each of those of which you disapprove. If none of the above suggestions 
appeals to you state, with reasons, how, in your opinion, the discount on 
common stock should be reflected in the L-M-N Corporation financial 
statements. 

{American Institute of Accountants, November, 194.S) 

132. (a) State and explain as many as you can of the accounting ami 
legal resemblances and differences between (1) purchase by a corporation 
of shares of its own stock and (2) reduction by a corporation of its capital 
stock outstanding. 

(1;) Arc there any circumstances in which the issuance of no-par-value 
stock will subject the subscriber to liability for discount thereon? Dis¬ 
cuss fully. 

(c) Define ‘"scrip dividend,” and explain when and why that type of 
dividend might be advisable. 

(d) State, with reasons, how the amounts unpaid by subscribers to 
corporate stock should be classified on the corporation's balance sheet. 

{Maryland, November, 194.1) 

133. (a) In auditing the books of a corporation for the first time you 
discovered that on December 31, 1939, the stated value of the no-par 
common stock was reduced, absorbing a large deficit existing at the 
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beginning of the year. Each year thereafter, including the year ended 
December 31, 1942, a net profit resulted from the year's operations, but 
the total of these results did not exceed the deficit existing January 1, 
1939. How should these facts be stated on the balance sheet at the 
close of the year ending December 31, 1942? 

(h) What effect would this have on the Federal excess-profits credit if 
a corporation were using the invested capital method for determining 
such credit? 

{Ohio, Orfoher, 194S) 

134. The Smith Brooks Publishing Company has outstanding capital 
stock of $750,000 of which one-third is 6 per cent cumulative preferred 
stock. The company has a surplus of $05,000. It has an outstanding 
bond issue of $200,000 at 4}^ per cent interest. The profits for the year 
are $01,392.75. No profits have been distributed for three years. The 
directors authorize the payment of the bond interest for the current year, 
declare a 3,per cent dividend on common, and carry $7,500 to the sinking 
fund. What entries are necessary to record these transactions? 

{Ohio, OciohvT, 194 s) 

135. (a) On December 1, 1941, The X Company, a Maryland corpora¬ 
tion, had outstanding 11,000 shares of no-par capital stock, all common, 
which had been subscribed and issued for cash at $75 a share, of which 
amount $50 was credited to capital stock, and $25 to surplus. On 
December 15, 1941, The X Company bought for cash at private sale 
1,000 shares of its stock and charged the purchase price to investments 
account. Although the stock was then quoted on the stock exchange at 
$45 a share, the corporation for special reasons paid $55 a sliare fur the 
1,000 shares. On July 1, 1942, the corporation distributerl the 1,000 
shares as a dividend, at the rate of 1 share of such stock for each 10 shares 
outstanding. The dividend declaration placed a value of $50 a share on 
the distributed shares. At that time the stock was quoted on the stock 
exchange at $60 a share. 

Journalize each of the above transactions, omitting explanatif)ns. 

(/^ The A Company operates a continuous process plant and delivers 
its output immediately upon completion. Burden is considered Ijy the 
company to be a cost of plant capacity and not of work actually done. 
During the company’s first year of operation the plant operated at 80 per 
cent of normal. At the end of the year, the company’s records showed 
the following: finished goods, 85,825 units; variable burden, $7,500; units 
of product half completed, 9,350; fixed burden, $13,250. 

Journalize the burden distribution, omitting explanations. 

{Maryland, Novtmher, 1942) 
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136. (a) In your judgment, are stock dividends income to the recipi¬ 
ent? How would you record them in the recipient’s accounts, if at all? 
Disregard income-tax interpretations unless, in your judgment, they are 
important in your answers. 

(6) Distinguish between a split-up and a stock dividend. 

{Wisconsin, November, 19/^4) 

137. (tt) What should a hoard of directors in declaring a stock dividend 
include in the authorizing resolution (common on common) to permit the 
accounting determination of the effect of the tlividend on surplus? 

(b) Give the joui’iial entry to record the issuance of a common-stock 
dividend of 5,000 shares (-15100 par, market value $110 each) where $550,000 
of earned surplus has been set aside for this purpose. 

(c) What accounting treatment would you recommend to a recipient 
of a stock dividend, common on common? 

(American Insiituic of Accountants, May, 7.946') 

138. Contrast the accounting treatment of a stock option issued to an 
employee (a) as an investment agreement, and (h) as an employment 
agreement. 

{American Institute of Accountants, November, 194^) 

139. (a) The Foster Corporation has outstanding (par value of shares 
$100 each) $100,000 of 0 per cent preferred stock and $200,000 of common 
stock, rrofits for 1937 were $40,000; for 1938, $(>0,000; and for 1939, 
$80,000. No dividends have been paid, and the profits have been carried 
to surplus intact. As of December 31, 1939, what is the book value per 
share of each class of stock including a contemplated distribution of a 
dividend of $36,000 under each of the following conditions; 

1. Preferred stock is noncumulative and nonparticipating. 

2. Prefern'd stock is cumulative and nonpariicipating. 

3. Preferred stock is cumulative and participates at the same rate 

per share as the common in any further distributions. 

(b) Give the journal entry to record the retirement of $100,000 par 
value of preferred stock issued at 101 to be retired at 105 and canceled. 

{Wisconsin, November, 1940) 

140. (tt) Discuss how treasury stock may be treated on the balance 
sheet of a corporation. Would the fact that the Ohio Corporation Code 
states that treasury stock is an asset influence your opinion? 

(b) To what account should be charged the profit or loss on the sale 
of treasury stock? 


{Ohio, May, 1939) 
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141. (a) Where the acquisition of treasury stock is forbidden except 
through earned surplus, what accounting treatment is involved in the 
disclosure of all facts surrounding such transactions on the balance sheet? 

(b) II o\v should treasury stock be shoAvii on the balance sheet? 

(Ohio, Octoberj 1944) 

142. Treasury no par common stock of a corporation is issued to an 
employee (a) as compensation for services rendered pursuant to an 
employment contract for a term of one year, and {b) upon final payment 
of instalments under a plan of stock subscriptions which called for instal¬ 
ment payments covering a period of one year. What is the proper basis 
or bases of valuation to be used for recording these transactions on the 
corporation’s books? 

(American Insiiivie oj Accountants, November, 1943) 

Questions on Profit and Loss 

143. (a) State the advantages and disadvantages of the completed 
sale basis of measuring revenue. 

(?>) Name three other bases for measurement of revenue realization and 
state a condition under which each basis is acci'pt able accounting practice. 

(American Institute of Acrouiiiants, November, 1945) 

144. Why is the delivered sales generally a sound basis for the recogni¬ 
tion of revenue? 

State your views as to each of the following: 

(tt) That for long-term production, particularly contract construction, 
accrual of revenue is alloNvable on the basis of partial j)crformance: 

(b) That fur cost-plus-fixed-fec contracts, accrual of revenue is allow¬ 
able on the basis of billable cost. 

(American Institute of Accountants, May, 1943) 

145. Discuss and give your judgment of the practice here stated: 

A Railroad Company hauls much of its own construction material and 
in its ac.counis it increases the initial cost of the material by adding freight 
charges for its own services at tariff rates and credits the amounts of the 
freight charges to earnings. 

(American Institute of Accountants, May, 1943) 

146. How should the following expenses be treated on the profit and 
loss statement of a manufacturer: (a) freight outward, (b) royalties paid 
on the number of units sold, (c) royalties paid on the manufacturing 
process, (d) packing supplies and shipping labor, (e) old-age benefit tax. 

(Ohio, May, 1939) 
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147. (a) Because of unstable business conditions in a certain industry 
during the past few years, you were requested to advise a client in this 
particular field whether he should charge separately to surplus or to 
profit and loss bad debts considered to be unusual losses during this 
period, bearing in mind the statement of your cliexit that such unusual 
losses were due to inaccuracies in bad debt reserves for prior periods. 

(6) How should the adequacy of the reserve for bad debts be deter¬ 
mined? 

{OhiOf May, 1939) 

148. How should the receipt of S40,000 of interest arrears be treated 
in the accounts of a corporation which has purchased jfl,000,000 par value 
of bonds at a “flat” price of $200,000? At the time of the purchase the 
bonds were in default as to interest in the amount of $250,000. Within 
one year after the purchase, the issuing corporation paid $40,000 for 
application to the interest in arrears. 

{American Tnsiiiute of Accountants, May, 1943) 

149. Discuss the propriety rjf an integrated income and earned-surplus 
statement. State briefly the advantages and disadvantages of including 
earned-surplus adjustments in tlu^ income statement. 

{Ohio, October, 1940) 

150. (a) State briefly what is meant by the “single-step” income 
statement. 

(b) State the arguments for and against the use of this form of 
statement. 

{American Institute of Accountants, November, 1945) 

151. Discuss the prevailing concepts relative to the treatment of 
income taxes in the income and surplus statements in each of the follow¬ 
ing cases, and indicate the treatment you prefer together with reasons for 
your choice. 

(a) An item resulting in a material increase in income taxes of the cur¬ 
rent year is credited to surplus. 

(b) An item resulting in a material reduction in income taxes of the 
current year is charged to surplus. 

(c) A correction of income tax accruals of prior years is made in the 
current year. 

{American Institute of Accountants, November, 1947) 

152. The following have btaui taktm from the j)j'ofit and loss statement 
of a manufacturing company: 
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Profit before providing for inventory write-down and income taxes. . . . 1830,145.87 
Inventory write-down (to reduce values of inventories on hand to cost or 

market, whichever lower). 220,528 1 (» 

Profit before income taxes. S1001),617 71 

Income taxes. 1 fi2,150 74 

Net profit. 1417,400 07 

Provision for reserve for loss on purchase commitments (to provide 
reserve for difference between cost and market values of future raw 

materials commitments). 112,032 -15 

Net to surplus*. $334,831 52 


♦ Depreciation on appreciated valuca aiiiountiiiK tu .'j Ihim l)ipn rluiiiriul to hui plus h}f 

appreciation. 


(a) How is an inventory loss described above ordliuirily hundhnl, and 
what can be said in favor of the method shown? 

(b) Should the provision for loss on ptirehase commitments be deduci ed 
before or after arriving at the net profit? Explain. 

(e) What is the meaning of the footnote? 

(irisco?KS'/n, November, IS^F)) 

153. Series G Defense Bonds of the U.S. government pay interest at 

2H PPr annum and arc redeemal)le at par upon their maturity 

in 12 years. The bonds are not transferable and if presented for redemp¬ 
tion prior to maturity are sul)ject to predetermined discounts. How 
should the earnings from such bonds ))e reeordeil by a corporation? 

{Ohio, November, 1941) 

154. Define (a) gross income, (b) net income, (c) gross profit, and (r/) 
net profit. 

{Ohio, October, 1942) 

155. (a) Is there a duplication of charges to current year’s costs or 
expenses in cases where a sinking fund reserve is created for the retire¬ 
ment of bonds, as well as a depreciation reserve with respect to the capital 
assets by which such bonds are secured? 

(b) Discuss briefly the point raised by this quesLion. 

{American Institute of Accountants, May, 1947) 

156. The A Company, the B Company and the C Company each allows 
its customers a discount of two per cent of sales when accounts are paid 
within 10 days of date of invoice. 

In its accounts the A Company debits its customers with 98 per cent 
of the gross amount billed them. If payment is made within the 10-day 
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period for the gross amount, less 2 per cent, the customer is credited with 
the amount paid. If payment is made after the end of the 10-day period 
for the full amount billed, the customer is credited with 98 per cent of 
the amount paid, the remaining 2 per cent of the amount received being 
credited to Sales Discounts Not Taken and shown on the income state¬ 
ment as an item of Other Income. 

The B Company debits its customers^ accounts with the full amount 
billed them. When payment is made within the 10-day period for 98 
per cent cif the amount billed, the customer is credited with the full 
amount billed, the 2 per cent not remitted being charged to '^Discounts 
on Sales” and shown on the income statement as a deduction from sales. 

The bookkeeping procedure of the C Company is the same as that of 
the B Company, but on the Income Statement “Discounts on Sales” is 
treated as an element of “Administrative and Ceneral Expense.” 

Discuss the theory underlying each of the above treatments of sales 
discounts, and state which method you prefer, indicating your reasons 
therefor. 

{Amcriran Institute of Accountants^ May^ 19/^7) 

If)?. In attempting to reduce its interest burden a utility sells its 
interest-bearing seeuriti(\s, Serie^s B, on tln‘ open market as of January 1 
with interest from that date. It calls its outstanding Scries A bonds of 
equal amount on the call date, IMarch 15. 

How wrndd you treat the overlapping interest on the company's 
books? Distinguish between Series B interest and Series A interest. 

{Wisconsin^ November^ 1944) 

158. Journalize each of the following transactions: 

(a) The X Manufacturing Company distributes by monthly journal 
entries its fuel cost in (Miual amounts to each month regardless of the 
actual monthly consumjjtion but requires that the accounts show the 
unifrrrm monthly charges, the actual monthly consumption, and the 
amount unconsumed. On January 1, 1940, the coal inventory was 
3520,000. The company estimated its total requirements for the year 
at $120,000, and on January 2, 1940, it purchased for $100,000 the addi¬ 
tional amount needed. The actual consumption for the first 2 months 
was $13,250 in January and $8,750 in February. The total actual con¬ 
sumption for the remaining 10 months was $90,000. (Note: Journalize 
only the totals for the 10 months.) 

(b) The Wholesale Trading C^ompany regularly assigns its accounts 
receivable to the State Credit Company, which charges interest plus a 
finance fee of 2 per cent of the face amount of the assigned accounts and 



THEORY QUESTIONS 


483 


immediately remits to the Trading Company 75 per cent of the accounts, 
less the finance fee. The Trading Compan^^ collects the accounts and 
pays the amounts monthly to the Finance Company, guaranteeing pay¬ 
ment of any bad accounts. On October 1, 1940, the Trading Company 
assigned to the Finance Company accounts receivable of ^80,000. 
During that month the collections were 145,500, interest charged Avas 
5375, and one of the assigned accounts for $G,000 was written olT as 
uncollectible. 

{Marylandj NovvmhvTj IDJfi) 

159. At what time is it proper to recognize income in the following 
cases; (a) COD sales; (/;) instalment sales; (r) sales for future delivery; 
(d) merchandise shipped on consignment; (c) by-product sales; (/) scrap 
sales; (g) profit on incomplete construction contracts; and (h) subscrip¬ 
tions to publications. 

{American Institute of Accountants^ May^ 1944) 

IGO. The board of directors of the Zenith Corporation passed a resolu¬ 
tion fixing the salary of its vice-president at a base rate of 510,000 a year, 
with a proviso that he shall receive additional compensation in an amount 
equal to 10 per cent of the corporation’s net earnings for the year 1940, 
the net earnings to be computed by deducting from gross income all 
operating expenses, including the vice-president’s additional compensa¬ 
tion and including also the total amount of the corporation’s Federal 
income tax for the year. Assuming that the corporation’s taxable net 
income for 1940 will be $200,000, before deducting the vice-president’s 
additional compensation and the Federal income tax, and that the corpor¬ 
ation will be subject only If) a normal income tax of 24 per cent, compute 
the amount of the vice-president’s additional compensation, the amount 
of the corporation’s income tax, and its net income available for dividends. 
Also, submit figures establishing the correctness of your computation. 

{Maryland^ November, 1940) 

IGl. A concern sells coupon books redeemable in merchandise at the 
pleasure of the holder. Illustrate the accounting entries to reflect the 
sale of such books and the subsequent sale of merchandise paid for in 
coupons. 

{Ohio, May, 1940) 

162. Indicate the effect of an understatement of inventory upon the 
financial statements of the current and subsequent fiscal years. 

{American Institute of Accountants, May, 1944) 
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163. To what accounts should profits or losses from the following 
transactions be credited or debited; 

Sale of capital assets. 

Premium paid on bonds redeemed. 

Discount on preferred stock retired. 

Anticipated postwar refund of excess-profits taxes. 

{Ohio, May, 19J^S) 

164. The following entry to provide for estimated past and future Avar 
costs and losses is presented: 

Dr. Cr. 

framed faurpluH. 1100,000 

Income. 50,000 

ResiTVP for [•nnlinKE'ni-ii’‘S . $150,000 

(a) Does this entry conform to sound accounting principles, and (b) 
give at least five illustrations of such costs and losses. 

{American Institute of Accountants, November, 19If3) 

165. Adams, in 1935, purchased 100 shares of the common stock of 
the Rhodes Company (par value $100 per share) for $125,000. In 1947 
the company liad both preferred and common stock outstanding and 
declared and paid a GO per cent dividend on its common stock as 
follows: 

1 share of its common stock for every 2 shares held; 

1 share of its 0 per cent cumulative preferred stock (par value $100 per 
share) for every 10 shares held. 

The market values of the Rhodes Company stocks when the dividend 
was declared were $150 per share for the common and $110 per share for 
the preferred. 

Explain, with reasons for your recommendation, how Adams should 
record the receipt of each of these dividend stock certificates. 

{American Institute of Accountants, May, 194-7) 

Ratios 

166. The books of the Zenith Corporation showed the following for the 
years ended June 30, 1938, and June 30, 1939, respectively: 

June 30, 1938 

Inventory, $35,000; fixed assets (net after depreciation), $56,000; cash, 
$13,000; deficit, $6,000; reserve for bad debts, $2,000; capital stock, 
$75,000; accounts receivable, $20,000; notes receivable, $30,000; total 
liabilities, $83,000. 






THEORY QUESTIONS 485 

June 30. 1939 


Debits 


Cash. $ 20,000 

Real estate. 66,000 

Inventory. 60,000 

Accounts receivable. 27,000 

Delivery equipment. 22,000 

Notes receivable. 35,000 


Total. 1230,000 


Credits 

Mortgage payable. $ 40,000 

Trade acceptanres payable.... 31,000 

Reserve for taxes. 2,500 

Accrued expenses. 1,500 

Accounts payable. 20,000 

Reserve for bad debts. 3,000 

Depreciation reserve -real 

estate. S,000 

Dcpreciaiion ri'serve—deliviTy 

cquipmenl . 2,500 

Capital stock. 75,000 

Surplus. 40.500 

Total. $230jm 


As of June 30, 1938, the corporation's current ratio was 3.2 io ]. 

The operating results for the year ended June 30, j 939 were as follows: 
sales, S315,000; purchases, 1250,000; returned sales, S15,000; selling 
expenses, $25,000; returned purchases, $20,000; otiu'r expenses, $17,500. 

Compute the working capital turnover in the year ended June 30, 1939. 

{Maryland^ Novvinlnr^ 11^39) 

167. (a) Give a general definition of Turnover. Illustrate its use in 
connection with: 

(h) Capital 

(c) Working Capital 

(d) lleceivables 

(e) Inventory 

(/) Finished Goods 

(American Institvie of Accofmtants, May, 1943) 

168. (a) Define the term ‘Gvorking ca])ita].” 

(^) State briefly what is meant by the term “working capital ratio,” 
how such ratio is calculated and how it is ordinarily stated. 

(Arncricati InMiiuic of Accountant'^, May, 1947) 

169. The president of a large automobile manufacluiing company has 
requested you to include in your report certain balance-shru't and profit- 
and-loss ratios in order that comparison may be made with ratios deter¬ 
mined for the industry. Cliive names of five of such ratios as they might 
be described in the financial statements. 

(American Institute of Accountants, November, 1943) 

170. The J Company and the S Company, engaged in the same kind 
of mercantile business, and owned by the same person, report for the 
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year 1947 substantially the same amounts for sales, cost of sales and gross 
profit, respectively. The J Company reports a merchandise turnover 
of 4.5 while the S. Company reports one of 10. 

(а) Explain, illustrating with an example, how such a difference might 
occur. 

(б) Comment on the significance of the merchandise turnover in the 
administration and control of merchandising operations. 

{Amtrimn Institute of Accountants^ May, 194.7) 


171. During October and November, 1945, the plant superintendent 
of the ABC Products Co. (a subsidiary of the XYZ Manufacturing Co., 
Tnc.) reorganized the processes in one of his most important departments, 
chiefly by installing up-to-date automatic machinery. As a result of 
such reorganization, the monthly production has been increased })y 25% 
as compared with corresponding periods of the previous year, but the 
ratio of factory overhead to direct labor increased from 25% to approxi¬ 
mately 41 %, 

The general manager of the parent company has forwarded to the 
president of the XYZ Manufacturing Co., Tnc., an official criticism of the 
plant superintendent and of the reorganization made by him. The 
criticism is based on the increased percentage of overhead to direct labor. 
The president has asked you to investigate the matter and report to him. 
You find the facts to be as follows: 


Data fnr three months ended 
Mar eh 31, 

1945 1940 

Per eent Per eeiil 



of sales 

Dollar 

of sales 

Dollar 


value 

amounts 

value 

amounts 

Production costa: 





Cost of direct material used. 

25 

$112,450 

27 

$153,000 

Cost of dirort labor cxponih'd. 

50 

225,000 

29 

164,000 

Cost of factory overhead. 

Value, at sales prices, of finished goods produced 

12.5 

56,250 

12 

67,000 

(which were readily salable). 

100 

450,000 

100 

562,000 


The production process of ABC Products Co. is short and no considera¬ 
tion need be given to material in process. 

Prepare a condensed summary and explanation such as you would 
include in your report, based on the foregoing figures, which will demon¬ 
strate the actual results accomplished by the plant superintendent’s 
reorganization. 

{American Ijistitute of Accountants, November, 194-(i) 
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Partnership Agreement 

172. Show by illustrative entries how the transfer of a one-third 
interest in a partnership would be recorded, where: 

(а) Interest is purchased for cash paid in to the partnership at less 
than book value. 

(б) The interest is purchased from a retiring partner for more than 
book value. 

{Ohio, Octohcr, 194-4) 

173. Prepare a balance sheet for the firm of N, 0, X, and Y. X and 


Y are equal partners. 

Their balance 

sheet on a certain date i, 

s as follows: 

Push. 

. $ 4,000 

A [‘counts pa>abl(. 

- S20,000 

Arnounts rereivable. 

. 23,000 

X—caj)if al. 

.... 30,000 

Goods inventory. 

. 36,500 

Y—capital. 

.... 30,000 

Plant and machinery. . . . 

Auto trunks. 

Furniture and fixturps. . . 

Total. 

. 12,500 

. 2,500 

. 1.500 

. $80,000 

Total. 

.... $80,000 


These two partners agree to admit N and O to the firm. N is to pro¬ 
vide J$30,000 as his capital. 0, in consideration of his l)usiness connec¬ 
tions, is to provide $20,000 as Ins capital, ))ut his capital account is to be 
credited with the same amount as N’s. 

N and O accept the balance sheet of X and Y subject to the following 
changes, these being agreed upon by all: 

Accounts receivable to be subject- to a 5 per cent disc[)unt. 

CU)f)ds inventory to be taken at $33,000. 

Plant and machinery to be taken at $11,000. 

Auto trucks to be taken at $2,000. 

Accounts payable to be subject to a 3 per cent discount. 

{New York, Octoher, 1941) 

174. Jjarson, Hart, and Hittner are in partnership, having equal invest¬ 
ments and dividing profits equally. For a number of years the partner¬ 
ship has been carrying insurance of $25,000 on the life of each partner, 
and in each case the partnership was beneficiary. The premiums have 
been paid by the company. For the first two years the expense account 
was charged for the full amount of the premiums paid. Beginning with 
the third year a cash-surrender value was set up on the books as a part¬ 
nership asset and the expense account was charged for only the excess of 
premiums over the annual increases in the surrender values. In every 
year the total premiums paid were added to book income to get net tax- 
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able income, and each partner reported one-third of the net taxable income 
of the partnership. 

In 1939 the policies were changed so that the partnership was no 
longer named as beneficiary, and each partner specified the beneficiary 
of his policy in accordance with his own desires. For 1939 the premiums 
paid Avere treated as additional compensation to each partner. 

You are asked what should be done with the cash surrender value of 
life insurance account which is on the books and which is certainly no 
longer a partnership asset. Analysis shows the account as of December 
31, 1938, to contain the follf)\ving surrender values: 


J. F. L.'irst)!!. $ 8,500 

M. F. Hart. 7,000 

L. D. Bittnrr. 5,000 

^ 0,500 


Give the journal entry which in your judgment will properly close out 
the account, bearing in mind lhat eaidi partner has contributed one- 
third of all premiums paid. 

(Wisconsin, November, 1939) 

175. (a) Na.me four important items relating to the accounts of a 
partnership as to which information should be obtainable by reference to 
the partnership agreement. 

(fc) In the absence of a specific direction in the partnership agreement, 
how should withdraAvals of a partner during a fiscal year, which exceeded 
that partner’s share of profits for the year, ])e treated? 

(A'incrican Institute of Accountants, May, 1947) 

. 170. A partnership has kept its accounts on the basis of stating assets 

at cost less appropriate reseiwes for depreciation or other allowances. 
At December 31, 1947, a partner who has a 40 per cent interest in profits 
and assets is to withdraw from the firm. The partnership holds a build¬ 
ing under a lease having thirty years of remaining life. Because of 
increased rental rates since the time when the partnership leased the 
building from the owner, the lease now has substantial value, although 
the partnership has paid nothing for it except current rentals. An offer 
of $450,000 has been received for the lease. The partnership agreement 
contains no provision as to method of valuing assets in the event of 
liquidation. 

State Avith reasons 

(a) your opinion as to how the lease should be treated to produce 
equitable residts, in computing the amount to be paid to the withdraw¬ 
ing partner; 
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(h) whether you think the books of the partnership have been cor¬ 
rectly kept, with regard to accounting for this lease. 

{American Institute of Accountants, November, 1947) 

Partnerships—Division of Profits 

177. The partnership agreement between A, H, and V (all Ihe partners 
of The Al^C Company) provides for 0 per cent interest on each pfirlner’s 
capital balance at the beginning of the fiscal yiair and for a salary of 
$10,000 for A and $5,000 for B before the profits ur losses are divided 
33.As cent to each partner. 

The opening capital balances are A, $20,000; H, $30,000; and C, 
$40,000; the net profit, before partners’ salaries and interest are deducted, 
is $14,000. There were no drawings by partners during the year. 

Submit journal entries to reflect tbe foregoing, inclufliiig an entry 
recording the net profit or loss transferred to eaidi partner’s capital 
account. 

{New York, November, 

178. A and B are partners, sharing profits in tlu^ proiiortions of three- 
quarters to A and one-quarter to B. As of October 31, 1941, their con¬ 
densed balance sheet was as follows: 

A li AND CVmrANV 

Cash. $175,357 Lia hi lilies. $130,^138 

Other assets. 238,143 A—[‘apital. 125,310 

B capital. 157,152 

Total. 14 13,50 0 Total. $113,500 

On November 1, 1941, they admitted X as a partner. Their agree¬ 
ment with X provided, among other things, that (a) X was to purchase 
a one-third interest in the partnershij) for $1 17,530 e;ish and (5) each of 
the three (3) partners was to have a one-third ini crest in the capital of 
the new firm. The agreememt was duly carrital into effect. 

1. Submit a statement showing the disposition to be made of the 
$147,530 paid by X. 

2. Set up the balance sheet of the new partnership. 

{ManjlaruJ, November, 1941) 

179. Draft journal entries to reflect the adjustments, if any, that should 
be made in the partners’ accounts. 

The partnership agreement provides that Jones is to furnish one-third 
and Smith two-thirds of the capital actually employed in the business 
during each year, exclusive of current profits or losses, and that interest 
at 6 per cent per annum is to be charged or credited on any differences. 
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Partners^ salaries of S600 to Jones and $500 to Smith are to be paid 
monthly, and excess drawings are to be considered withdrawals of capital. 
Profits or losses after salaries arc to be divided equally. After closing 
at the end of the year the capital accounts show the following: 


Jones 


Jan. 1 Balance. 

Scpl. 1 Witlirlrawal. 

TOer*. 31 Interest on withdrawal.. 

D PC. 31 Profit and lows. 

Smith 


Jail. 1 Balanci'. 

July 1 With [Ira wal. 

Dec. 31 Interest on withdrawal 
Dec. 31 Profit and loss. 

Partnerships—Liquidation 


Debits Credits 
$15,000 

. $3,000 
60 

2,560 

Diduts Credits 
$30,000 

. $1,500 
45 

2,560 

{Nnv York, April, 194-2) 


180. A, F, G, and R were partners, sharing profits and losses in the 
proportions of 40 per cent to A, 30 per cent to F, 20 per cent to G, and 
10 per cent to R. None of the partners had property other than his 
interest in Ihc business. Owing to war conditions, the firm went into 
voluntary liquidation. After realization of the ffuick assets and payment 
of all outside creditors, the partnership had left $50,000 in cash and other 
assets with a book value of $250,000. At that time, the credit balances 
of the partners’ accounts were as follows: 


Leans to 

linn C'ajiilal 
A.... $ 15,000 I 70,000 

V . 20,000 61,000 

G ... 35,000 45,000 

H. 30,000 24,000 

^ 0,000 $^ 0,000 


The partners thereupon decided to distribute all Ihe cash without wait¬ 
ing for disposal of the other assets, all of which were considered to be of 
uncertain value. 

Submit a cash distribution statement. 

{Maryland, November, 1942) 

181. A and B were partners, doing business under the name of A, B 
and Company and sharing profits and losses equally. In 1941, the firm 
and each of the indi^ idual partners were adjudicated bankrupts by a 
United States district court. Their respective assets (realized values) 
and liabilities were as follows: 
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A, B and Company: Assets $175,000, of which $85,000 was hypothe¬ 
cated to secure debts of $27,500; loan to A, $12,500; general liabilities, 
$225,000; pending tort claim against firm for $30,000, on which the firm 
had admitted liability for $18,000; borrowed from B, $10,000; taxes and 
administration costs, $6,000. 

A—Secured debts $30,000 for which assets of $25,000 were hypothe¬ 
cated; other assets, $40,000; loan to B, $7,500; general liabilities, $50,000; 
borrowed from firm, $12,500; judgment rendered in 1940 against A on a 
claim for personal injuries, $0,000; taxes and administration costs, 
$ 10 , 000 . 

B—General liabilities, $75,000; taxes and administralion costs, $5,000; 
assets, $128,000; loan to firm, $10,000; debts of $27,500 secured by a 
mortgage on $60,000 of assets; borrowed from A, $7,500. 

Prepare a distribution statement. 

{Marylandj November^ 

Partnerships—Sale or Conversion to a Corporation 

182. X and Y are partners, sharing profits and losses in the propor¬ 
tions of one-third to X and two-thirds to Y. As of December 31, 1939, 
their balance sheet was as follows: 


As.sris 


Liahiliiifis 


Cash. 

.. 1 20,000 

Ace ounts payable. 

.. $242,200 

At counts receivable. 

. . 150,700 

Notes payable. 

.. 201,200 

Notes receivable. 

12,500 

Mortgage payable. 

.. 100,000 

Merchandise—inventory, . . . 

. . 325,000 

X—capital. 

.. 145,000 

Machinery and equipment... 

.. 127,500 

Y—capital. 

.. 125,000 

Buildings. 

132,700 



Land. 

45,000 



Total. 

. . ISIS.400 

Total. 

.. 1813,460 


On January 2, 1940, the partners organized a Maryland corporation to 
take over the business, with an authorized capital stoc'k of $500,000 (all 
common), of which it was agreed that $400,000 par value was to be issued 
to the pjirtners for the business in proper proportions to be sid)sequently 
fixed, the corporation assuming the lialjilities. Owing to pressure of 
business, however, the partnership books were continued in operation, 
but without entries to record the change from the partnership to the 
corporation. On June 1, 1940, it was decided to continue the use of the 
same books, and you were instructed to formulate entries as of January 
2, 1940, to adapt the books to the corporation, taking into account the 
following additional facts as of that date, viz: (a) appraised value of the 
land, $60,000; (b) depreciation: machinery and equipment, 20 per cent; 
buildings, 5 per cent; inventory, 4 per cent; (c) provision for doubtful 
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accounts, 6 per cent of accounts receivable; (d) suit had been entered on 
December 10, 1939, against the firm for 3520,000 damages and was still 
pending on June 1, 1940; (c) the stock is to be issued to the former partners 
retroactively as of January 2, 1940. 

(а) Draft the necessary journal entries as of January 2, 1940. 

(5) On October 15, 1940, the plaintilT in the damage suit obtained a 
judgment for 355,000, which was paid. Journalize the proper entries. 

{Maryland, November, 19^0) 

183. The Wear Well Trading Company was incorporated as of April 
16, 1944, for $75,000, by X and Y, who previously operated under articles 
of partnership. The change in organization was not taken up on the 
books at that time. The net worth of the partnership of X and Y, 
December 31, 1943, totaled $90,000. 

The net loss for the year 1944 was asceriaincd to be $9,000, by an audit 
made in I'ebriiary, 1945. No drawings were made during 1944. Busi¬ 
ness was fairly uniform during 1944. Books were closed as of December 
31, 1944. 

Being called upon to adjust the books in March, 1945, give the journal 
entry or entries necessary to correct the books of this company. 

{New York, November, IDIfo) 

184. James &: Jones, a partnership operating a retail store, transferred 
its assets and business to James & Jones, Inc., a newly formed corpora¬ 
tion, as at the ch)se of ljusiness December 31, 1945, in consideration for 
issuant-e of all of the authorized stock of the new corporation to the two 
partners in proportion to their interests in the partmu'ship net assets 
and business, anil assumption of the partnership’s liabilities. You have 
been asked to make an entry or entries to start the l)Ooks of account of 
the new corporation. 

Assume a simple set of facts and, in accordance with your assumption, 
prepare the opening journal entry for James h Jones, Inc. Specify the 
source from which each item of information reipiired for your journal 
entry should be obtained. 

{American Institute of Accoujitajits, November, 1946) 

Mergers and ConsolidatiDns 

185. (a) State the relationship among business organizations which 
makes the preparation of consolidated financial statements advisable. 

(б) State briefly tlie purpose of preparing consolidated financial 
statements. 


{American Institute of Accountants, May, 1947) 
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186. (a) Under what circumstances would you advise the elimination 
of a subsidiary company ? 

(b) What is the difference between a holding company and a parent 
company? 

Ocfobcr^ 1939) 

187. Combinations of corporations may be effected by consolidation, 
merger, and holding company. Differentiate the accounting treatment 
of these three methods of effecting combinations. 

(^New Yorkj May^ 19^5) 

188. Describe three of the most common means of combining two or 
more coi’porations into a single compaii}^ or into a coordinated organiza¬ 
tion with a centralized control. 

{Ohio, May, 1939) 

189. (a) In the case of intercompany stock holdings, when might a 
consolidated balance sheet be misleading? I'^xplain fully. 

{h) In the preparation of consolidated statements what effect would 
such consolidating have upon the following: (1) investments in sub¬ 
sidiaries’ bonds and capital stocks, (2) notes of a subsidiary discounted, 
and (3) holdings of outsiders in stock of the sii})sidiaries. 

{Ohio, Or.tohcr, 1944) 

190. In the preparation of consolidated balance sheets several account¬ 
ing features usually occur. Give at least live adjustments that might be 
necessary. 

{Ohio, May, 1941) 

191. A parent corporation has made a 100% stock investment in a 
subsidiary at a cost in excess of its equity in the net assets of the subsidiary 
as shown by the subsidiary’s books at the date of acquisition. 

Explain the accounting thereby necessitated in sid)sequent consolidated 
balance-sheets. 

{Aviv.rii-on Inslituto of Accountants, Novc7nhcr, 1946) 

192. Should a parent company take up on its books its proportion of 
profits and losses of its two subsidiaries or record only dividends received? 

{Ohio, May, 1941) 

193. In preparing a consolidated statement how will investments in 
subsidiaries be carried over into the consolidated balance sheet? What 
happens to the subsidiary’s surplus when this has been accumulated prior 
to the acquisition of the investment by the parent? When accumulated 
subsequently? 


{Ohio, May, 1940) 
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194. (o) What is a consolidated balance sheet? 

(&) In what circumstances may a consolidated balance sheet and profit 
and loss statement be inadequate from the viewpoint of a stockholder or 
creditor? 

(c) Does surplus of a subsidiary earned prior to acquisition form part 
of the consolidated earned surplus of the parent and subsidiary? 

(d) A parent corporation carries its investment in its subsidiary at cost 
and credits dividends received to current income. Is this treatment 
correct in the case of a dividend paid by the subsidiary out of its surplus 
earned prior to date of acquisition? 

{New Yorhj Novemberj 194-5) 

195. What is ^‘ncf^ative goodwill’^? Explain the conditions under 
which it is found and its treatment on the financial statements, indicating 
at least two methods of presentation, and the circumstances under which 
each would be appropriate. 

{American Institute of Accountants ^ Nov ember j 194S) 

196. Prepare a working sheet reconciling the two balances and draft 
journal entries to ailjust llie A Company’s books. 

A Company’s current account with its subsidiary B is not in agreement 
with B’s books. The account was correct at the beginning of the year. 
In checking back the intercompany transactions, the following dis¬ 
crepancies appear: 

(a) A charge for interest on open account of $326 was made by A and 
taken up on the books of B before it was verified. Later, B claimed that 
there had been an excess charge of $56 and rendered a bill for this 
amount, which is still open. 

{b) A credit bill (merchandise) issued by B, not taken up by A, $14.60. 

(c) A charge by B (merchandise) not taken up by A, $6.80. 

(d) A charge by A (merchandise) $242.60, of which only $16.82 was 
taken up by B. 

(p) A credit by A (hauling) not taken up by B, $2.50. 

(/) A charge by B (merchandise) not taken up by A, $.56. 

{g) A charge by A for error in bill (merchandise) rendered by B, $20 not 
taken up by B. 

{h) A charge by B for merchandise, $20, of which $15 was taken up by 

A. 

(i) A credit by A for interest, $6.45, not taken up by B. 

{j) A credit by li for merchandise, $8.62, of which $6.42 was taken up 
by A. 

The debit balance of B’s account on A's ledger is $2,962.85. 
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At a meeting of the executives of the two companies, it is decided that 
items o, b, / and i are correct as originally made; item d should be $240.82; 
the merchandise in question in item h Avas not deliA pred at all; item j 
should be $8.62. The remaining entries arc incorrect. 

{New York^ October^ 191^1) 

197. (a) Several years ago, Corporation A purchased 100 shares of the 
capital stock of Corporation B (representing a 5 per cent interest) for 
$5,000. During the current year $2,000 is received by Corporation A as 
a partial liquidating dividend from Corporation B. What journal entry 
should be made on the books of Corporation A to reflect this dividend? 

(b) Corporation C owns 100 shares of Corporation X capital stock, 
Avhich it purchased for $11,000. The outsianiling cajjit al stock of Corpor¬ 
ation X comprises 400 shares. Cknporation X declares a dividend of one 
share of stock for each share held, and Corporation C, therefore, receives 
100 shares of stock as its portion of said dividend; said 100 shares have a 
market value of $8,000 when receh^ed. What book entry shall Corpora¬ 
tion C make upon receiving this dividend '^ 

{New York^ NoveDihu'j 19/^)) 

198. In the preparation of a consolidated balance sheet of two com¬ 
panies, state how you would treat the following: 

(a) Stock dividend declared in no-par stock of A wlnai B owns 50 p(‘r 
cent of existing stock of A before the dividend. 

(b) Intercompany profit in inventory of A (Vjinpany. 

(r) Cash donated by A Company to B Com])any with ownership as 
per (a) above. 

(f/) When notes of A Company are discounted by B Chjmpuny. (Use 
your own figures to illustrate.) 

{Ohio, Ocioher, 1942) 

199. (a) A wholly owned subsidiary, owes to the parent company, 
$500,000 on a demand, non-inter(‘st-l)earing note. If st'parate 4k*deral 
excess-profits tax returns are computed under the investeil capital method, 
Avhat recommendations would you make to each company concerning the 
*500,000 note? 

(b) A corporation's excess-profit net income for 1941 was $300,000. 
Its average base period net income Avas $200,000. Compute the excess- 
profits tax under the income credit method. The tax rates were up to 
$20,000 at 35 per cent, next $30,000 at 40 per cent, next $50,000 at 45 per 
cent, next $150,000 at 50 per cent. 


{Ohio, April, 1942) 
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200. P, a holding company, owns 90 per cent of the capital stock of M 
and 80 per cent of the capital stock of 0. On April 15, 1948, M sold 
merchandise to O for $50,000, and received from O five non-interest-bear¬ 
ing notes of $10,000 each, due respectively on May 15, June 15, July 15, 
August 15, and September 15, 1948. On April 15, M discounted the 
notes due May 15 and June 15, respectively, with its bank, being credited 
with the proceeds of $19,925. The other three notes it held. In con¬ 
solidating the accounts of the three companies at the close of the fiscal 
year ended April 30, 1948, how should the transactions involving the 
notes be handled? Give reasons for your answer. 

{American Institute of Accountants, May, 1947) 

201. (a) A company ships a portion of its product to an operating 
subsidiary, invoicing same at regular selling prices. Assuming the sub¬ 
sidiary’s inventory of parent-made goods at closing date to be 10,000 
units at invoice cost of $100,000, what would your entries be for con¬ 
solidating this inventory with that of the parent company if the latter’s 
cost of sales figures 75 per cent of the sales? 

(b) What accounts would you suggest in the parent’s books to show 
the transactions with the subsidiary ? 

{Ohio, May, 1940) 

202. A holding company owns 90 per cent of the stock of the first sub¬ 
sidiary and 80 per cent of the stock of the second subsidiary. Frequent 
intercompany sales and i)urchases of merchandise are made between the 
affiliated companies in which a profit is involved. Mr. Jones argues that, 
in eliminating profits from inventories at balance sheet date, the propor¬ 
tion to be removed depends only upon the selling cf)mpany relationship 
to the holding company. Mr. Smith contends tliat the relationship of 
both the selling and purchasing companies to the parent company must 
be considered. 

Assuming that a profit of $1,000 is contained in the inventory, give th(‘ 
elimination entry you would recommend in each of the following cases 
{a) properly to adjust the invent ory value, (b) pr[)perly to set up minority 
interest, if any. 

1. Holding company bought from first subsidiary. 

2. First subsidiary bought from holding company. 

3. First subsidiary bought from second subsidiary. 

4. Second subsidiary bought from first subsidiary. 

{Wisconsin, November, 1942) 

203. You are requested to prepare a consolidated balance sheet of the 
parent company at the date of the acquisition of 90 per cent of the sub¬ 
sidiary’s stock, showing the amount of goodwill and the minority interest. 
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The capital stock of the subsidiary at date of acquisition was $100,000; 
surplus, $50,000; and total assets, $150,000. The parent company paid 
$140,000 for this subsidiary’s stock. The capital stock of the parent 
company was $2,000,000; surplus, $400,000; and total assets, $2,400,000, 
including investment in subsidiary. 

(Ohioj Octoher, 1940) 

204. During its fiscal year ended October 31, 1947, the S Company, a 
wholly-owned subsidiary of the P C'ompany, sold to the latter, at a profit, 
materials which it used in constructing a new building for its own use. 
State (a) how the profit on the sale of these materials should be treated 
in preparing the consolidated financial statements of the P Company and 
its subsidiary as of October 31, 1947, and for the year then ended respec¬ 
tively, and (b) how it should be treated in preparing linancial statements 
ip subsequent years. 

{American Inatituie of Accounta'ivts^ Novemberj 194-7) 

Cost Accounting 

205. In a large manufacturing business the expense controlling accounts 
are, as usual, kept in the general ledger and detail accounts are kept in 
subsidiary ledgers. Name seven accounts (twenty-one in all) which 
might appear among those in each of the following subsidiary ledgers: 

(а) Manufacturing Expense, {h) Selling Expense, and (c) General Expense, 
respectively. 

{American Jnstitute of AccourUanl.s^ Novemherj 194-6) 

200. Define the following terms as used in cost accounting: (a) basic, 
or normal, standard cost; ((;) burden variance; (c) job cost; (d) labor price 
\ ariance; and {e) material efficiency variance. 

{American Institute of AccountantSj ]\[ay, 1947) 

207. (a) Give a method of distributing departmental plant overhead 
to manufacturing costs. 

(f^) What is meant by ‘‘fixed” and “varialile” overhead costs in the 
case of a manufacturer? 

(c) To what classification of expense on the btioks of a manufacturer 
should the following be charged: outbound freight, royalties paiil, depre¬ 
ciation on auto trucks, raw material used for machinery repairs? 

{Ohio, May, 1945) 

208. Define the following terms as used in cost accounting: (a) burden; 

(б) material price variance; (c) lalior efficiency variance; {d) standard 
cost; and (c) actual cost. 

{American Institute of Accountants, May, 1945) 
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209. (a) Name the three main classifications or components of “manu¬ 
facturing overhead. “ 

(b) Name at least two other designations that might be used in place 
of the term, “manufacturing overhead.” 

(c) State three methods of distributing “manufacturing overhead,” 
and discuss circumstances where each of the methods would be preferred. 

{American Insiituie of Accountants, May, 19/^6) 

210. flow should experimental and development expenses be treated 
in cases where they are incurred— 

(d) For technological improvement of the present products and their 
manufacture? 

(b) To develop new products? 

{American Institute of Accountants, November, 19Ji.S) 

211. (d) How is overabsorbed burden created? 

(b) Where does it appear in a cost statement? 

{Ohio, May, 194-i) 

212. (d) Differentiate ))etween waste and shrinkage of material in 
manufacturing operations. 

(b) What accounting treatment should be accorded each? 

{Ohio, October, IB/Nj) 

213. The management of a company requests your advice as to the 
accounting treatment for by-products expected to be produced as a result 
of the manufacture of a new principal product. You are requested to 
explain various methods of accounting for by-products and the circum¬ 
stances influencing the selection of each method. 

{American Institute of Accountants, May, 19J^Jf) 

214. In your opinion does overtime premium constitute an element of 
overhead or is it a part of the direct labor cost? Give reasons for your 
answer. 

{Wisconsin, November, ID^B) 

215. A manufacturer who had installed in 1938 a standard cost account¬ 
ing system, established standards at approximate December, 1937, actual 
costs. A steadily increasing output from 1940 to 1943 progressively 
lowered the actual costs and in September, 1943, they were considerably 
less than the 1937 standards. Discuss the advisability of downward 
revision of the standards. 

{American Institute of Accountants, November, 194-3) 

216. (a) What is meant by the standard cost of a product? 

(b) Variation from standard material cost may be analyzed into price 
factor and quantity factor. Illustrate the price variation in the following: 
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Standard cost—10 pieces product A @ 51.00. > 1 ^ 10 

Purchase—1,200 pieces product A @ $1.02. 1 224 

Usage per requisitions—1,150 pieces product A @ 51.02. 1,173 


(Ohio, Octoberj 194-0) 

217. A company has undertaken a special contract to produce a number 
of assembled units, each comprising 50 different parts. It is imprac¬ 
ticable to manufacture exactly the required number of the component 
parts; consequently, at the termination of the contract, it is expected 
that some parts will be left over. The company does not expect another 
contract in which it may use the remaining parts. State the accounting 
treatment with respect to the excess of parts over the rpiantity used in 
the contract. 

(American Institute of Accountants, November, 1944) 

218. A corporation which manufactures a product, new models of 
which are introduced annually, customarily shuts down the plant for 
two months each year for tooling and rearrangement of machines and 
processes. 

Describe two methods by which the costs and expenses for the two 
shut-down months may properly be treated in the general accounts of 
the corporation. 

(American Institute of Accountaiiis, November, 1947) 

219. During three-fourths of the month of August a power shovel was 
used in constructing an improved new road on the properly of a manu¬ 
facturing company, giving direct access to its main plant, and for one- 
fourth of the month the shovel was used to clear the company’s old road 
of material that had fallen into it as a result of a storm and landslide. 
The old road must be used until the new one is completed in approxi¬ 
mately a year. It is expected that the plant will be operated for not less 
than twenty years. 

State how the costs of operating the shovel should be charged: 

(a) while the shovel was used on the old road; 

(^^) for the remainder of August. 

Give reasons for your answers. 

(American Institute of Accountants, May, 1947) 

220. Your client, a furniture manufacturer, recently organized a 
department to make toys, utilizing therefor short lengths of expensive 
hardwoods, which were formerly disposed of as waste. In order to settle 
a dispute between your client’s chief accountant and the manager of the 
toy department, who feels that his department should be charged nothing 
for this kind of material, you are requested to recommend a method of 
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determining the amount, if any, at which the short lengths should be 
transferred from the furniture department to the toy department and to 
explain the reasons for your recommendation. 

Draft the body of a letter to comply with this request. 

{American Institvie of Accountants, November, 19J^7) 

221. It is the policy of the lllackstonc Manufacturing Company to 
maintain three accounts for recording factory labor in each of its pro¬ 
ducing departments. 

Direct labor is charged at the recognized hourly rate for direct labor 
in each department. 

Indirect labor is charged at the recognized hourly rate for the indirect 
labor in the department. 

Excessive direct labor cost and excessive indirect labor cost are the 
account titles used to adjust for variations between the recognized hourly 
rates and the actual rates paid. 

Make the proper journal entry to distribute the payroll account in 
Department B based upon the following facts: 


Direct labor hours—4,800 at the recognized rate of 80 cents per hour. 
Indirect labor hours—1,000 at the recognized rate of 00 cents per hour. 
Labor transferred from Department A at actual rate of #1 per hour was 


used in Department 11 as follows: 

DnpiiriiiiL'iit A—dirprt labor in dnpartmrnt B. 250 hours 

Departnifnt A—indirei^l labor in department B. 100 hours 


The labor transferred account appears op the books as follows: 
Labor Tkansfekred Account 


Balance 


$350 


{Wisconsin, November, 19Jf.2) 


222. Compute the per pound average gross profit and net profit. 
C'arry computations to three decimals only. 



Pounds 

Amount 

Factory expenses. 

290,854 

283,916 

3,365,498 

2,989,743 

$369,905.02 

84,347.60 

572,939.00 

986,615.19 

31,471.87 

24,095.00 

Fiiiislu'd goods—inventory, December 31, 1943. . . . 
Finished goods—^inventory, December 31, 1944. . . . 
liaw niiiterial consumed. 

Sales . 

S<41ing expenses . . . . . 

It aste recovered. 



{New York, November, 19^5) 
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223. The R Milling Company manufactures three types of yarn. For 
the year 1942 the plant records showed the following: 



Yarn A 

Yarn B 

Yard C 

Total production, pounds. 

250,000 

40 

$0.20 

160,000 

50 

$0.20 

374,000 

80 

$0.20 

Normal weekly production, pounds per loom. 

Cost of raw material per pound. 



Conversion costs—Total $169,500 


C/ompute the total cost per pound for each yarn. 

{MarylajuJ, Novemh^r^ 191^.3) 

224. (a) Give your opinion, with reasons and illustrations, as to 
whether or not the general journal serves any really useful purpose in a 
modern accounting system which has special journals and controls. 

(h) Set up journal entries (omitting explanations) to record each of 
the following transactions, viz: 

The F Milling Manufacturing Company maintains an account for 
material in process and an account for conversion costs in process, among 
other accounts. For the calendar year 1942 its records showed the 
following: 


Paw mattTiala—inventory January 1, HM2. 20,000 

Raw materials—purchases. 275,000 

Conversion costs (excluding raw materials waste). 200,000 

Sales nf waste raw materials ((‘i)st |6,000). 1,850 

Raw maleriala inventory, December 31, 1942. 30,000 

Material in process—January 1 and December 31, 1942. None 


{Marylandj NovemhcT, 1943) 


225. From the following data determine the “break-even point''; i.e., 
the volume of sales required to cover expenses and begin to yield a profit. 


Per cent of capacity. 

50 

60 

70 

80 

90 

100 

Sales, thousands of dollars. 

Costs: 

500 

600 

700 

800 

900 

1,000 

Material—per cent of sales. 

20 

20 

20 

20 

20 

20 

Labor—per cent of sales. 

22 

22 

22 

22 

22 

22 

Fixed charges, thousands of dollars. 

85 

85 

85 

85 

85 

85 

Variable overhead. 

27% 

26% 

24% 

24% 

24% 

24% 

Selling expense. 

General administration, thousands 

14% 

14% 

14% 

13% 

13% 

12% 

of dollars. 

40 

40 

40 

40 

40 

40 


[WisDonsiUj November^ 1939) 
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226. (a) Your client asked you to compute the break-even point or the 
extent the sales can decrease before his company begins to lose money. 
The following facts were submitted: 


Net sales. $1,000,000 

Less cost of goods sold and expenses: 

Fixed—not affected by volume. $400,000 

Variable—vary in direct proportion to volume. 480,000 880,000 

Net profit. $ 120,000 


(6) Of the following accounts, which would you consider fixed or 
variable: factory depreciation, engineering, insurance, salesmen’s salaries 
and commissions, delivery expenses, advertising, officers’ salaries, power 
costs, office expenses, interest on borrowed money. 

(OhiOj May, 1939) 


227. An analysis of the 

cost records 

of the Stark Company, Inc., 

reveals the following facts: 

Direct costs 

Material 

Labor 

Department 1. 


$16,000 

$20,000 

Department 2. 


20,000 

6,000 

Department 3. 

Indirect costs 

12,000 

10,000 



Material 

Labor 

Department 1. 


$ 8,000 

$10,000 

Department 2. 


10,000 

2,000 

Department 3. 


24,000 

3,000 

Service department A. 


2,400 

6,000 

Service department B. 


2,000 

200 


Insuran 

cc Superintendence Rent 

Department ]. 

. $300 

1 1,200 

$ 800 

Department 2. 

. 360 

800 

400 

Department 3. 

. 240 

1,500 

600 

Service department A. 

. 200 

400 

200 

Service department B. 

. 100 

100 

200 



Depreciation 

Repairs 

Department 1. 


$ 1,000 

$ 300 

Department 2. 


1,400 

240 

Department 3. 


800 

200 

Service department A. 


600 

250 

Service department B. 


600 

None 

Apportioned service department charges 




Department A 

Department B 

Department 1. 


$ 2,400 

$ 1,400 

Department 2. 


3,000 

1,200 

Department 3. 


4,000 

1,250 

Service department B.... 


650 
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Out of 2,000 units of product started in Department 1, only 1,960 good 
units were produced and transferred to Department 2. The 40 spoiled 
units had a scrap value of $250. 

Only 1,900 good units were produced in Department 2 and transferred 
to Department 3. The GO spoiled units had a scrap value of $400. 

Only 1,880 good units were produced in Department 3 and shipped to 
customers. The 20 spoiled units had a scrap value of $200. 

From the above data prepare a schedule of indirect costs and a schedule 
of total operating departmental costs in which the scrap value is credited 
to the proper departments and determine to the nearest cent the uniL 
cost by departments including spoilage and the cumulative unit costs of 
the product through Department 3. 

{Wisconsin^ Novv.mbvrj 1940) 

Receiverships 

228. It is frequently advocated that certain of the old creditors’ claims 
be recorded on the books of the receiver. CUve reasons for and against 
including such liabilities thereon. 

(Ohio, October, 1940) 

Estates 

229. (a) In estate accounting what is meant by corpus and what is 
meant by income? 

(b) Enumerate five items which may be paid out of corpus. 

(c) Enumerate five items which may be paid out of income. 

[Ohio, October, 1943) 

230. Discuss the importance of distinguishing between estate corpus 
and estate income in accounting for testamentary trusts. Why is it not 
so important to make this distinction in the case of estates which will be 
wound up by immediate distribution of the net distributable assets to 
the legatees? 

{Ohio, October, 1940) 

231. (fi) You are requested by an executor of the estate of a decedent 
to indicate as of the date of death, November 16, 1943, the apportion¬ 
ment of certain items as between corpus or principal and income. (Cal¬ 
culations not required.) These items are enumerated as follows; 

1. A. B. Co. bonds, 43^% due December 31, 1953; par value $50,000; 
appraised value as of November 16th, $56,000; interest payable January 
1st and July 1st. 

2. M. N. Co. common stock, 1,000 shares; dividend of 6% declared 
November 1st payable December 1st to stockholders of record on Novem¬ 
ber 15 th. 
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3. M. N. Co. preferred stock, 1,000 shares; 6% cumulative preferred 
stock dividend (assume that dividends arc paid semiannually, on March 
15th and September 15th, and that all dividends are paid currently with¬ 
out any dividend arrearage). 

(b) The A. B. Co. bonds are designated for a trust fund in which the 
widow is a life tenant or beneficiary as to income from the fund and a 
daughter is the remainderman. The executors (who are to become trus¬ 
tees of the fund) request accounting advice from you as to the procedures 
to be followed to record correctly the creation of the trust fund and the 
trust fund transactions until maturity of the A. B. Co. bonds. 

{American Institute oj Accountants, May, 19/^./^) 


Brokerage 

232. Prepare so much of a trial balance as may be determined from the 
following facts: 

The records of White and Snow, stockbrokers, show the following: 


Amount 

$300,600.00 

Amount 

1406,800.00 


Bought CLEARiNroioi se Blotter 
C^omini.ssioii 
|8L)5.00 

Solo (h.E aringhou.se Blotter 
Tax Commission 

$402.60* $1,005.00 


* Revenue stampa, S394.40; federal rL'Klstration fee, $K.20. 


Total 

$301,495.00 


Total 

$405,392.40 


The total money value of stock balances to be received on the basis of 
settling price is $81,200. 

The total money value of stock balances to be delivered on the basis of 
si'ttling price is $178,200. 

The total failed to receive is $31,000, and the total failed to deliver is 

$ 02 , 200 . 

{New York, November, ISJff)) 


Retail Accounting 

233. A new buyer for the Modern Department Store is convinced that 
the selling price of several items in his department should be revised. 
It has been the policy to apply a flat rate to total invoice cost for all items 
sold by the department, without any consideration of the factor of turn¬ 
over. The buyer contends that this policy is incorrect and that quick¬ 
selling items should bear a smaller 'percentage of indirect cost per unit than 
the slow-moving articles. 

After careful study, the comptroller’s office gathers the following data 
from which you are to determine the new selling price of the two items 
listed. 
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In setting selling prices, indirect selling expense is to be allocated so as 
to give recognition to the rate of turnover. 

Total invoice cost; 

Item A. $0.90 

Item B. #0.65 

Direct expense. 12% of selling price 

Desired net profit. 4% of selling price 

Average indirect expense. 8% of sales 

Average stock turn. 4 months 

(Once every 4 months) 

Stock turn—Item A. 3 months 

Stock turn—Item B. 1 month 

(Wisconsin, Novnnhcr, 19^^) 

Consignments 

234. With respect to consignments^ briefly explain the functions of the 
accounts used for consignments inward and for consignments outward. 

(American Institute of Accountants, November, 194-4) 

235. (a) In closing the books of a corporation, liow would you value 
goods consigned at selling prices to customers under an agreement by 
which consignees pay for goods as used? 

(h) How are consigned goods of another corporation recorded on your 
books of account? 

(Ohio, October, 1939) 

236. Prepare a statement showing details of the joint account. 

Plant & Company and Edwards & C'ompany agreed to ship merchan¬ 
dise to South America on joint account. Edwards & Company gave 
Plant & Company $1,200 in cash and their acceptances at six months 
for $3,000. Plant k Company were to provide any additional cash 
required, were to manage the venture, and were to receive a commission 
of 2 per cent for services. Profits arc to be divided equally. 

Plant & Company paid Smith & Greer for merchandise, $5,000, and 
sold Edwards & Company’s acceptances for $3,000 less 2 per cent dis¬ 
count. Plant & Company prepaid freight, $420, and insurance, $60. 
In due time. Plant & Company received from South America an account 
sales for merchandise and a draft for $3,200, out of which Plant k Com¬ 
pany paid bills of $3,CX)0. 

Later Plant & Company received a draft for $3,100, the balance of 
proceeds of sale of merchandise. The joint account with Edwards & 
Company was closed, and a check for the balance due them was paid to 
Edwards & Company. 


(New York, November, 1944) 
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237. Brown Jobbing Company received a consignment of 10 machines 
from the Black Manufacturing Company at a price of $100 each. The 
consignor drew a sight draft on the consignee for $250 which was accepted. 
The consignee sold 3 machines for $250 each, including 30 per cent com¬ 
mission. Expenses incurred in making the sale amounted to $35, of 
which 40 per cent was charged to the consignor. 

(a) Draft journal entries to record the transactions on the books of the 
consignee. 

(h) In preparing a balance sheet for the consignee, state the amounts 
and classification of the accounts which may appear thereon owing to the 
above transactions. 

{Ohio, April, 19^.2) 

238. Prepare a balance sheet and profit and loss statement; 

The Gamo Company began business in January, 1941, manufacturing 
and selling only one product. In September, it completed arrangements 
with an agent in Toronto for the sale of its product in Canada at 120 per 
cent of the United States price. Merchandise was sent to the agent on 
consignment, duty and freight thereon being paid by the Gamo C/ompany. 
The agent carried his accounts receivable and agreed to remit quarterly 
for all his sales, less 15 per cent commission. The company billed the 
agent for the consigned merchandise at the C-anadian sales price and at 
December 31, 1941, its trial balance was as follows; 


Raw material purehiiHes. 

-|1L)1,G00 ('apital stock. 

. $100,000 

Returned sales. 

^,000 Sales 

420 000 

Toronto agi'iit. 

02,400 Accounis payable. 

. 25,000 

Duty and fridglit on Canadian 



stock. 

0,000 


Direct labor. 

125,000 


Factory expenses. 

95,000 


Accounts receivable. 

34,000 


Selling and general expiui.ses,. . 

26,000 


Cash. 

1,000 


Total. 

$545,000 Total. 

. $545,000 


In January, 1942, the company received a remittance of $13,260 from 
the agent for sales made in the last quarter of 1941. 

The inventories at the factory on December 31, 1941, were; 

mtiiprial. $ 35,000 

In prnrrsa. 30,000 

Finished goods. 42,400 

Total. 3F107,400 


{New York, April, 1942) 
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239. John Doe starts in business with a cash capital of 815,000 and 
receives from a manufacturer $45,000 worth of goods on consignment, 
subject to a discount of 5 per cent when he pays for the goods. 

He sells all the goods for a total of $60,000 and receives $44,000 cash 
from his customers, allowing them $400 discount and $1,200 for defective 
goods, which he returns to the manufacturer. He pays $2,100 for freight, 
of which $1,400 is chargeable to the manufacturer; $900 for expenses; and 
$37,950 to the manufacturer. 

Prepare account of sales to be rendered to the manufacturer with the 
final remittance, balance sheet, and statement of profit and loss. 

{New York, November, 19/^4) 

Instalment Sales 

240. Name two (2) methods of handling profit on instalment sales, and 
state which of the two is the practical one. Why? 

{Ohio, October, 19^2) 

241. kState three methods of accounting for the profits on sales made- 
on an instalment plan. What reserves should you provide in each 
instance? 

{New York, May, 1945) 

242. Discuss the merits of the following methods of accounting for 
instalment sales: {a) gross profit realized by first payments, gross 
profit realized by last payments, (c) gross profit realized in pari through 
each payment. 

{Ohio, April, 1942) 

243. If the record of cash receipts does not classify collections as to 
year of sale, how would you determine what gross profit was realized 
during a given year from instalment sales? 

{Ohio, May, 1949) 

244. Show the complete entries necessary to record an instalment sale 
and repossession of an article costing $50, retailing for $100 (payable $10 
down and $10 a month), repossessed after four of the deferred instalments 
had been paid, having an estimated resale value of $80 after recondition¬ 
ing at a cost of $10. (A maintained gross profit rate of 50 per cent is 
desired.) 

{Ohio, May, 1940) 

245. The M Company sells furniture and household appliances on the 
instalment plan. It also sells for cash and on open account. A credit 
reporting company has suggested that in making up the balance sheet all 
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instalment accounts receivable not due within the year should be excluded 
from the current assets section. 

(а) Would the exclusion of such long-term instalment accounts receiv¬ 
able from the current asset section of the balance sheet raise any problem 
involving consistent treatment of any other item in the current assets? 

(б) If so, what item and how would you solve the problem ? 

{Kentucky^ November^ 1939) 

246. (d) A dealer who sells on the instalment basis submits the follow¬ 
ing data from Avhich you are to determine: 

1. The proper amount of gross income in 1939. 

2. The balance of unrealized profit to be carried in the balance sheet 
as of December 31, 1939. 


Year 

Ppr cpni 

Balancp, 

1939 

Balance, 

of gross 

January 1, 1939 

collpctions 

December 31, 1939 

1937 

35 

$30,000 

$20,000 

$10,000 

1938 

38 

50,000 

30,000 

20,000 

1939 

40 


30,000 

50,000 


(6) Give the necessary journal entries to adjust for the following 
repossession: 

Article which cost $100 was sold for $150 at which time the following 


entry was made: 

(^ash. 3F 15 

CoiitrartH rprM'ivablo. 135 

Invpiitory. $100 

Unrealized gross. 45 

Uealized uross. 5 

Subseiiuent collections were recorded as follows: 

Uash. $60 

Unrealized gross. 20 

Uontraets rpeeivable. $60 

Realized gros.s. 20 


At this time with a $75 balance due, the customer defaults, and the 
property was repossessed and immediately sold for $15 in cash. 

(Wisconsin, November, 1940) 

247. A contractor accepts a contract for $300,000 which is estimated to 
cost $250,000 and which will require more than one fiscal period to com¬ 
plete. At the end of the first year the cost records show that $150,000 
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has been expended, and it is again estimated that this represents 60 per 
cent completion of the entire project. Based on architects certificates, 
$162,000 has been collected on the contract during the same period. 

Based on the above information only and assuming the contractor is 
accruing his profits on a percentage of completion basis, prepare the 
balance sheet to reflect the situation properly at the end of the first fiscal 
period. 

[Wisconsinj Novemhcr, 

248. The Emergency Contracting Company during the last three years 
has entered into numerous long-term contracts which cover more than a 
single fiscal period of operation. It is apparent that similar operations 
will continue for a number of years. The managi^ment has always 
figured its profits on the basis of taking the entire gross profit on the 
contracts in the year completed. You are asked to determine what 
effect a change to the “percentage of completion“ basis would have had 
on past profits as a guide lo proper future procedure. The following 
information is available; 


Contracts completed at selling price: 


1940 . None 

1941 . 8 787,000 

1942 . 1,200,000 


Cost of completed contracts: 


Year Coniplcltnl 


1941 1942 

1940 . 8251,840 % 88,200 

1941 . 377,700 617,400 

1942 . None 176,400 


Selling price of uncompleted contracts. 81,100,000 


Cost of uncompleted contracts: 


1940 . None 

1941 . 8132,000 

1942 . 528,000 

1943—to complete 220,000 


Required: 

(ci) Statement of gross profit for 1940, 1941, and 1942 on the completed 
contract l)asis. 

(6) Statement of gross profits for the same years on the percentage of 
completion basis. 

(c) Brief interpretative comment and recommendation. 

[Wisconsin, Novernher, 194-3) 
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Branches 

249. Prepare one summary account for the home-office books that will 
include all the activities of its X branch for the year ended December 31, 
1940, bringing down the balances that should appear therein at the open¬ 
ing of business for the new year beginning January 1, 1941. 

The X branch reported the following to the home office: 


Expenses paid. ^ 5,240 

Mercihandise received frum liomc office. 20,720 

Customers, balance December 31, 1940. 14,640 

Cash sales. 16,800 

Sales returns and allowances. 180 

Merchandise inventory, December 31, 1910. 7,500 

Bad debts. 560 

Customers—balance January 1, 1940. 16,540 

Cash received from customers. 22,900 

Merchandise inventory, January I, 1940. 4,600 

Sales for 1940. 21,740 


All goods received by the branch came from the home office. The 
branch remits its daily cash receipts to the home office at the close of each 
day. The branch keeps sales records and collects its own accounts. 
Branch expenses are paid by check from the home office. 

{New York, October, 1941) 

250. On the basis of the following brief description of the operations of 
a company dealing in standard over-the-counter merchandise, describe 
briefly the type of accounting system employed, stating the principal 
features thereof. 

The company maintains a principal office and central warehouse, with 
numerous retail branches. Shipments are made to branches as requisi¬ 
tioned, accompanied by an inter-office invoice at cost, a copy of which is 
forwarded to the principal office. Each branch office renders a daily 
sales report to the principal office supported by copies of sales tickets on 
which the cost of each item is shown. The total of cash sales is remitted 
by check; invoices for charge sales arc rendered from and collections are 
received at the principal office. For the purpose of costing, shipments 
and sales are cleared in the order of receipt. The book balances of the 
merchandise on hand are checked progressively by physical count. Dif¬ 
ferences are adjusted and reported to the principal office. Disbursements 
made by branches are periodically reported, and the principal office 
reimburses each branch for the exact amount of its expenditure. 

{American Institute of Accountants, November, 1944) 
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251. Give the reasons why the home office should take on its books the 
profit or loss of a branch. Show the entries required to take up on the 
home office books a profit, a loss. 

{Ohio, October, 1940) 

Foreign Branches 

252. In the case of a company having foreign branches, what treat¬ 
ment would you accord the accounts of such branches in the preparation 
of financial statements under present conditions? 

{Ohio, May, 1940) 

253. The Inter-Continental Corporation with its home office in the 
United States and branches in foreign countries, prepares consolidated 
financial statements which reflect the assets and liabilities and the 
operating results in such locations. The accounts of the foreign branches 
are kept in the respective currencies of the countries in which they are 
situated. 

(a) Explain the basis of converting the statements prepared in foreign 
currencies for the purposes of consolidation with that of the home office, 
with respect to each of the following items: 

Accounts receivable—trade debtors 
Sales 

Factory building 
Accrued payroll 
Depreciation of building 
Home office account 

(b) Explain the nature of any difference between the two sides of a 
foreign branch trial balance after it has been converted to the currency 
of the Home Office. 

{American Institute of Accountants, November, 194^) 

Insurance 

254. Prepare a statement of the fire loss sustained by Mr. X. proprietor 
of a retail store. 

The inventory, July 1, 1941, was ^200,000. No purchases were made 
in July. Sales amounted to $40,800, marked up 50 per cent of cost. 
Past history showed average markup of 50 per cent of cost. All stock on 
hand was destroyed by fire in the early morning, August 1, 1941. Mr. X 
carried insurance of $160,000 with the usual 80 per cent co-insurance 
clause in the policies. 

Upon examination after the fire, the auditor discovered an unrecorded 
sale under date of July 31, 1941, on which a markup of two-fifths of cost 
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had been added and a discount of 10 per cent allowed for cash, resulting 
in a profit of $31,928. 

{New York, October, 1941) 

255. State the amount of insurance collectible in each of the following 
cases under the 80 per cent insurance clause: 


Asaot 

Sound 

value 

Loss 

suffered 

Insuranee 

carried 

Stnrc furniture. 

$25,000 
80,000 
12,000 
(See detail) 

Total loss 
$32,000 
10,000 
(K) 

*18,000 

48,000 

7,200 

80,000 

Building. 

Delivery equipment. 

Merehandisc. 


To find the value of the merchandise destroyed, select the appropriate 
items from the following summarized data: 


Oponing inventory. 

Purchases. 

Sales. 

Depreciation on oflico equipment 

Salesmen’s salaries. 

Agreed gross profit. 


$166,000 

290,000 

480,000 

4,800 

63,000 

25% (based on sales) 


{Wisconsin, November, 1942) 


Municipals 

256. State the principal sources of revenue and purpose of each of the 
following funds appearing in the balance-sheet of a municipality: 

(a) general fund 

{b) special assessment fund 

(c) special revenue fund 

{(i) utility fund 

(c) working capital fund 

{American Institute of Accountants, NcrDemher, 1945) 

257. Briefly explain the meaning of the term “ encumbrancesand the 
use of encumbrance accounts” in municipal accounting. 

{American Institute of Accountants, May, 1944) 

258. Outline the general accounts that would be needed in the records 
of a city of approximately 1(X),000 population to provide for suitable 
budget control through the general accounting system and indicate the 
meaning and scope of operation of each of these accounts. 

{American Institute of Accountants, November, 1946) 
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259. The city of Jackson issued $500,000 of 10-year 4 per cent water 
revenue bonds dated January 1, 1941. These bonds on the basis of a 
3 per cent interest yield had a value on January 1, 1941, of $542,931.60. 

Using scientific amortization, prepare journal entries which would 
appear on the books of the Large Insurance Company to record: 

(a) The purchase of these bonds on March 1, 1941, at their March 1 
value (and accrued interest). 

(b) The collection of semi-annual interest on these bonds on July 1, 
1941, and on January 1, 1942. 

(Wisconsinj NovcmhcCj 194^) 

Miscellaneous 

260. Briefly explain or define the following terms as used in mathe¬ 
matics of finance. 

(a) An annuity due. 

(h) Capitalization as a process for the determination of value. 

(c) Anticipation. 

(d) Interpolation. 

(Ainei'ican Institute of Accountants, Novernher, 1945) 

261. Explain each of the following statements, and give your opinion 
as to whether or not it is correct, Avith reasons and illustrations, viz.: 

(a) ‘^Depreciation may be said to represent the social service charge 
of the tools of production. However, depreciation as the social service 
charge for property may be quite different from depreciation charged for 
income tax purposes or that appearing in the annual statements of 
corporations.’’ 

(b) ‘^The fact is becoming generally recognized that a balance sheet 
does not purport to reflect and could not usefully reflect the value of a 
business enterprise or of the equity interests therein.” 

(c) “There is no essential and direct relation between depreciation 
accounting and asset replacement.” 

(Maryland, November, 1944) 

262. Probably no other term used by accountants is required to do duty 
in so many capacities as the word “reserve.” Describe briefly four dis¬ 
tinct accounting meanings or uses of this term. 

(American Institute of Accounting, Naoember, 194d) 

263. (a) Describe and compare the functions and responsibilities of (1) 
stock-transfer agent and (2) stock registrar. 

(6) Discuss the following statement, and give your opinion as to its 
correctness or incorrectness, with reasons and illustrations: 
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"Cost of goods sold is often computed by taking the total of opening 
inventory, purchases, and in-freight and deducting from such total the 
closing inventory valued at the lower of cost or market price. This 
method is plainly illogical, and its application nearly always produces 
errors in the result. It can be justified, if at all, from the standpoint 
merely of practical expediency." 

{Maryland, November, 194.2) 

204. Define and distinguish between each of the following terms (Note : 
Do not write more than 5 lines for each term), viz: 

(a) Underwriter and promoter. 

{h) Cumulative voting and voting trust. 

(c) Requisition for payment and architect’s certificate. 

(d) Expenditure and disbursement. 

(e) Organization chart and prospectus. 

(/) Weighted average and moving average. 

{Maryland, November, 1943) 

205. Define, illustrate, and distinguish between: 

(a) Usage variance and burden activity variance. 

(6) Functional depreciation and inadequacy. 

(c) Efi'ective interest rate and true discount. 

(d) Commitments and contingent liabilities. 

(e) Fiscal agent and del credere factor. 

(/) Treasurer’s check and New York exchange. 

{(j) Accountabilities and liabilities. 

{h) CAimulative discount and nominal interest rate. 

{Maryland, November, 1941) 

206. (a) What is meant by a natural business year? 

(b) What does a natural business year mean to an accountant? 

{Ohio, May, 1944) 

267. Discuss and criticize, if you consider criticism warranted, each of 
the following procedures: 

(а) Excluding reserve for Federal income tax from current liabilities 
in determining current ratio. 

(б) Computing merchandise turnover by dividing cost of goods sold 
by the aA^erage of opening and closing inventories. 

(c) Charging bank discount and sales discount to a single discount 
account. 

{d) The M Distilling Company, which ages its whisky at least four 
years before sale, includes in its inventory valuations interest accumulated 
on the cost of the whisky during the aging period. 



THEORY QUESTIONS 


515 


(e) The A Company is about to sell its business. The asking price is 
to be determined in large measure from the company’s October 31, 1942, 
fiscal year balance sheet and profit and loss statement. The market 
value of the closing inventory on that date Avas in excess of cost. In 
setting up the statements, the company’s auditor valued the closing 
inventory in the balance sheet at market and in the profit and loss state¬ 
ment at cost. 

{Maryland j Nov ember ^ 194-2) 

208. (a) When a capital contribution is made in assets other than cash, 
are any features of the transaction of greater importance in the case of a 
partnership than in the case of a sole proprietorship? Why ? 

{b) The B Corporation has outstanding an issue of 5 per cent non- 
cumulative preferred stock. The company’s published financial reports 
reveal that its earnings, after all taxes, amounted to 10 per cent on its 
preferred stock in the fiscal year ended September 30, 1 943, and 12 per 
cent in the fiscal year ended September 30, 1944. Despite these facts, 
the board of directors has declared no dividend on the preferred slock 
since June, 1942, and the preferred stockholders are highly critical. 

Give at least six specific reasons which in your opinion would justify 
the board’s refusing to vote the dividends. 

{Marylandj November^ 1944) 

269. The Jordan Manufacturing Company has applital to the iniiik for a 
substantial loan. You have been retained by the company to prepare the 
necessary audit report to be submitted to thi; bank. 

Investigation discloses that the Jordan Manufacturing t'ompany is 
not a corporation but that R. B. Jordan is the sole proprietor. It is 
further learned that the Jordan Manufacturing rom})any as such is in 
good financial condition and operates at a satisfactory profit but that 
Mr. Jordan is personally heavily involved in numerous unsuccessful 
ventures in a number of the Avestern states. 

Discuss the scope of your investigation and the report Avhich is to be 
rendered to the bank. 

Would you change the scope of the audit if the Jordan Manufacturing 
Company were a partnership instead of a sole proprietorship? Discuss. 

{Wisconsin, November, 1939) 

270. An eleemosynary institution accepts gifts for specific projects, 
either to establish endowment funds therefor or for direct use in carrying 
them out. 

(a) In accounting for such gifts, what accounting procedures would 
you follow in order that in the institution’s annual report all pertinent 
facta would be clearly set forth? 
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(b) If the governors of the institution in order to cover its general 
administration expenses, borrowed from the moneys provided by such 
gifts for specified projects, how should the facts be reflected in the 
accounts and in the institution's annual report? 

{American Institute of Accountants, November, 194-8) 

271. The average annual sales of a wholesale trading company are 
52,619,336.45, all being charge sales. A discount of 3 per cent is allowed 
all customers paying their bills on or before the 20th of the month follow¬ 
ing the month in which they are billed. 

The average time taken by customers who take advantage of the dis¬ 
count offered is 30 days, and the average time taken by those who take 
no advantage of such discount is 78 days. The cash discounts allowed 
customers during the year are $40,196.76. 

Compute the approximate amount that should be owing by customers 
as of the close of any month, omitting consideration of uncollectible sales 
of prior months not charged off. 

{New York, October, 1941) 

272. How would you arrange the duties of persons employed in the 
financial department of a large mercantile business to insure greatest 
protection against dishonesty? 

{Ohio, May, 1946) 

273. (a) What principal factors should be considered in designing an 
efficient accounting system regardless of the type of organization? 

(b) How should these factors be approached in designing the system? 

{Ohio, April, 1942) 

274. A was the salesmanagcr of the M Corporation. On January 1, 
1940, he contracted with the corporation for a monthly life income of 
$300 upon his retirement on the following terms, all of which were duly 
compiled with, viz.: A is immediately to pay $10,000 and the corporation 
$15,000 into a retirement fund to be held by the corporation. At the 
end of each year thereafter each party is to pay $750 into the fund, and 
in addition the corporation is to pay thereinto 5 per cent interest on the 
balance in the fund at the beginning of the same year. Any balance in 
the fund at A’s death is to revert to the corporation. A retired December 
31, 1943, and died October 15, 1944. 

Journalize, without explanations: 

(a) The corporation’s entries of January 1 and December 31, 1940, and 
of December 31, 1941. 

(b) The corporation’s entries of January 31, 1944, and of October 15, 
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1944. (Note: The October 15 entry is to be pro forma and without 
figures.) 

{Maryland, November, 

275 . (a) State two purposes for which a'"statement of affairs''may be 

used. 

(6) Contrast "statement of affairs" with a "balance-sheet." 

(c) Give five classifications of liabilities which might appear in a 
"statement of affairs." 

{American Institute of Accountants, May, L94-6‘) 

276. (a) What information is usually found in the payroll of a manu¬ 
facturing concern. 

(t)) What payroll deductions are currently common in 1945. 

{Ohio, October, 1945) 

211. Prepare entries to record the transactions arising from the Federal 
old-age insurance and the Ohio state unemployment insurance taxes. 

{Ohio, October, 1940) 

278. (a) What effect has interstate commerce upon an employer with 
respect to the Wage-and-Hour Law? 

(b) The employer (subject to the Wage-and-Hour Law) paid piece¬ 
worker X $20 for a certain week. The records showed that X earned 
$17.30 at piece rates and $2.70 in production bonuses in 50 hours. What 
amount should X have been paid? 

{Ohio, April, 1942) 

279. (a) An employee in a factory showed he had worked the following 
number of hours during the week of September 20: Monday, hours; 
Tuesday, 7 hours; Wednesday, 10 hours; Thursday, 10 hours; Friday, 
llj^ hours; Saturday, 10 hours; and Sunday, 8 hours. The work week 
begins on Monday and the employee is paid at the rate of $1 per hour. 
What would be the total number of hours for which he was paid and the 
gross amount of his check? 

(b) What procedure is necessary to increase the salary of the president 
of a corporation who is now receiving $50,000 annually? 

{Ohio, October, 1943) 

280. (a) What are the principal monthly financial statements which 
you consider that the management of a business should regularly receive 
to provide it with the necessary general information as to financial con¬ 
dition and results of operation? 

(b) Mention an industry or line of business (indicating size of com¬ 
pany if you think desirable) and give a list of the supporting schedules 
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which you believe management should receive monthly, in addition to 
the principal statements called for under (a). 

{American Institute of Accountants, May, 194-6) 

281. A large corporation annually prepares a detailed advertising 
budget for each class of product Avhich it sells. The appropriated 
amounts are not divided over the months of the year. It consistently 
adheres to the budgets and no important changes are allowed, although 
the department managers are permitted to make expenditures when and 
as they deem them advantageous. Sales budgets also are prepared. 

It is desired to maintain accounts which will show monthly both the 
budgeted advertising cost and the actual advertising expenditures. How 
could this be done? It is understood that at the end of the year the 
accounts will reflect only the actual advertising expense. 

{American Institute of Accountants, May, 1945) 

282. What is meant by a budget? 

(a) Name three advantages of a budget. 

(b) What conditions might make it difficult to prepare a budget? 

{Ohio, October, 1942) 

283. (a) In an article recently published, was this sentence, closely 
related to cost accounting is budgetary control.’' Explain briefly how 
costs and budgets are related. 

{/)) What purpose does a budget serve? 


(Ohio, May, 19S9) 
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AUDITING QUESTIONS 
Verification of Cash 

1. State the purpose of the following procedures in an examination of 
receipts and disbursements; 

(a) Foot the cash book. 

(!>) Reconcile bank deposits with cash bool; receipts. 

(c) Examine paid checks by comparing date, check number, payee and 
amount with corresponding data in cash book. 

{d) Prove agreement between the paid checks and bank Avithdrawals. 

(e) Account by check numbers for all checks issued during a period 
selected for testing. 

{American Institute of Accountants^ November, 194-3) 

2. Assuming a system of accounts calling for the deposit of all cash 
receipts and disbursements only by check, illustrate an audit working 
paper which completely reconciles your clients’ cash records with those 
of the bank. What purposes does such a cash proof serve? 

{Maryland, November, 1939) 

3. (a) Why is a second bank reconciliation at a date subsequent to the 
balance-sheet date desirable as part of the verification of cash in bank? 

(f;) What special procedures are of primary importance in conne(;tion 
Avith the second reconciliation? 

{American Insiiiide of Accounianis, May, 194-9) 

4. (a) In the course of a cash audit, to what records, other than the 
cash receipts and disbursements, is it necessary to refer? 

(5) Mention the four general purposes that should guide the auditor 
in the substantiation of the cash records. 

{New York, May, 194-5) 

5. Outline a procedure for use of an independent auditor who is verify¬ 
ing cash on hand in a department store at the close of its fiscal year under 
the following conditions: 

(a) Cashier receives all payments by charge customers and records 
them through a cash register. 

(b) Cashier has a petty cash fund for sundry operating disbursements. 

(c) Cashier keeps a record of all change funds. The change funds are 
of fixed amounts and each salesperson has her own fund. 

5?1 
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(d) Cash sales are recorded by the salespeople through cash register 
machines. 

(e) The storeys auditor has the keys to the cash registers. At the 
close of the business day, the auditor pulls the cash register tapes. 

(/) The auditor, on the next day, prepares a report of cash register 
readings (indicating the rash sales recorded by each salesperson) and 
sends the report to the accounting clerk. 

(,g) At the end of each day the salespeople bring their change bags to 
the cashier^s office. The change bags include the day’s cash sales receipts 
as well as the fund amounts. 

(/i) Before he leaves the office, the cashier prepares the day’s receipts 
for the deposit that is made on the following day. 

(i) Independent auditor is present on last day of the fiscal year. 

{American Institute of Accountants^ Novemberj 194-^^) 


6 You began an audit on January 31, 1942. The bank statement on 
that date showed a balance of $24,180.24. Checks not presented to the 
bank for payment were as follows: No. 7014, dated December 24, 1941, 
$722.19; No. 8022, dated January 17, 1942, $22.14; and No. 8122, dated 
January 31, 1942, $141.12. A deposit of January 31, 1942, in the 
amount of $1,729.47 had not been credited to the account by the bank. 
On December 31, 1941, the books showed a bank balance of $17,235 64, 
and from that date to January 31, 1942, the following transactions 
occurred: 

Total deposits $37,944 12 

Bank charges 12 12 

Total checks diawn 29,421 19 


Comment on the condition of the balance due from bank. 

{Ohio, October, 19^2) 


7. You begin on January 15, 1940, your first audit of the books of a 
corporation for the year ending December 31, 1939. The cashier is a 
trusted employee, keeps all cash records, and, with the treasurer, signs 
checks and has access to the safe-deposit box Inquiry develops the fact 
that the treasurer is advanced in years, is absent from the office for 
extended periods and frequently signs checks in advance of their issue. 
You find the following items in the trial balance of December 31, 1939; 


Cash—Baltimore National Bank 
Cash—Chase National Bank, New York 
Cash—First National Bank, Chicago 
Petty cash . 

Investments—listed stocks 
Investments—listed bonds 


$18,642 20 
20,863 35 
5,482 25 
1,000 00 
15,756 20 
22,729 40 


(a) With respect to the above, how could the cashier manipulate his 
accounts so as to conceal a shortage? (b) Explain in detail the steps 
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you would take to detect such manipulation. 

{Marylandj November^ 19Jfi) 

8. The auditor arrived at the Public Hospital on the morning of Janu¬ 
ary 1, shortly before the office was opened for the day 

All cash except $10 in currency for change was locked in the safe at 
the time of closing on 10 p M of the preceding day The night clerk 
had issued three receipts after 10 p.m. as follows. 

12163—December 31 James Madison S 

12164—December 31 Mrs G D Quuk 2 

12165—December 31 R L Johnson 25 

In the cash drawer were two checks of $8 and $25, respectively; a slip 
for $1 marked “advance^’ and signed by Mary Larson, a student nurse; 
and currency of $11 consisting of one $3 bill and six $1 bills. 

The cash box in the safe contained the receipts for December 31 
beginning with Receipt No 12148 and running through No. 12162 as 
follows: 


No. 12148 

$21 00 check 

No. 12155 

$15 50 check 

No 12149 

5 00 cash 

No 1215b 

25 00 cash 

No 12150 

15 00 check 

No 12157 

17 00 cash 

No. 12151 

37 50 check 

No. 12158 

8 50 cash 

No. 12152 

82 00 cash 

No. 12159 

10 00 check 

No. 12153 

20 00 cash 

No 12160 

15 00 CclsIi 

No. 12154 

50 00 check 

No. 12161 

No. 12162 

49 00 cash 

30 00 cash 


All the checks in support of the receipts were in the cash box as well as 
the following currency and coin: 5, $20, 7, $10, 9, $5; 23, $1; 8, $ 50; 14, 
$ 25; 16, $ 10, 82, $ 05, and 30, $ 01 

The imprest cash and change fund of $100 was kept in a separate cash 
box Investigation revealed the fund to contain the following: 


Express bill—drugs 

$ 1 82 

Receipt for hauling ashes 

3 50 

Postmaster’s receipt—postage 

10 03 

I 0 U —Amy Martin (nurse) 

3 00 

Express bill—drugs 

2 67 

I.O U.—Dr. Brown (interne) 

8 00 

Drugs—for patient in room 417 

3 25 

Daily papers for reading room 

0 20 

Checks returned by bank 


December 3—N.S.F 

15 00 

December 12—forgery 

5 00 


Currency and coin' 

3, $5 00, 7, $1 00, 9, $ 50, 18, 5.25, 34, 5 10, 
46, $.05; and 83, $01 
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From the above data submit a cash count in such form as to permit the 
senior auditor to verify ledger balances, to prepare readily his bank 
reconciliation, and to formulate any necessary adjusting entries affecting 
other ledger accounts. 

{Wisconsin^ November^ 1940) 

Verification of Receivables 

9. What do you consider as generally recognized normal auditing 
procedure’^ for verifying receivables in the case of (a) a manufacturing 
establishment and (6) a department store? 

{Ohio, April, 1942) 

10. Describe briefly the more important provisions of a system of 
internal control in connection with accounts receivable. 

{American Institute of Accountants, November, 1944) 

11. What additional auditing procedures should, or might, be under¬ 
taken in connection with the confirmation of accounts receivable where 
customers having substantial balances fail to reply after second request 
forms have been mailed directly to them? 

{American Institute of Accountants, May, 1943) 

12. You are engaged to audit the books and records of a retail furniture 
concern which makes substantially all of its sales on the installment plan. 
In what manner would you determine the validity of the accounts 
receivable? What factors would determine the reserve necessary for 
bad debts? 

{Wisconsin, November, 1939) 

13. Outline a procedure in a balance-sheet audit of a chocolate manu¬ 
facturer, whose sales are in a large measure to small candy manufacturers 
throughout the country, for verifying and establishing the adequacy of 
the reserve for bad debts. 

State how your program would be different, if at all, in a detailed audit. 

{American Institute of Accountants, May, 1943) 

14. (a) Several weeks after the close of a fiscal year, you were examin¬ 
ing the notes receivable to verify the balance due at the end of the fiscal 
year. The notes submitted to you for inspection did not equal the 
balance due at the end of the year. How would you account for the 
difference? 

(5) What other means would you use in verifying the notes receivable 
other than by actual inspection of notes? 

{0}\io, May, 1944) 
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15. (a) In examining the accounts receivable of the Crude Oil Com¬ 
pany, you found that customers were charged |10 for returnable drums 
and that the accounts of the principal customers were pledged with the 
First National Bank as security for loans. In your report, state what 
comments you would make in regard to this situation. 

(b) How should customers’ credit balances be shown on the balance 
sheet? 

[Ohio, May, 

16. You are engaged to prepare a balance sheet and statement of profit 
and loss for credit purposes as of June 30, 1944. You find that a war 
contract was canceled prior to the audit date. You rommenred this 
audit in August following the closing dale. You find that the client has 
charged to accounts receivable and credited to contract sales certain items 
of cancellation expense, viz., an extra week’s separation wages and trans¬ 
portation expenses of employees laid off prior to June 30. You also find 
some work-in-process inventory covering the canceled contract upon 
which S8,000 was expended subsequent to June 30 for labor and material, 
etc. You find that the contract is not clear as to the propriety of the layoff 
wages and transportation outlay as proper cancellation expenses, and the 
management agrees with you. There are also some special material and 
tools in the raw material and supplies inventories that were special for 
this canceled contract. What problems do the foregoing items raise for 
the auditor in presenting the financial statements, and how would you 
dispose of these problems? 

[Nrw York, November, 1944) 

17. (a) In auditing the books of a department store, state how will-call 
or lay-away accounts receivable should be verified. 

[b) To conform with the generally accepted principles of auditing, what 
steps would you take to verify the accounts receivable of a large depart¬ 
ment store having thousands of open accounts A\ith customers? 

[Ohio, October, 1942) 

18. The president of the Ajax Hardware Company, the customers of 
which are retail stores and building contractors, will not permit you in 
your annual audit, to confirm customers’ balances by correspondence. 
The company also does a substantial cash business with small contractors. 
The cashier is in charge of the company’s bookkeeping and has one assist¬ 
ant who substitutes as cashier during the cashier’s lunch hour. Charge 
customers are billed monthly and arc allowed a discount of 2 per cent if 
they pay their bills by the 10th of the month following purchase. A 5 per 
cent discount is allowed on cash purchases. 



526 


C.P.A. PROBLEMS AND QUESTIONS 


Assume that you have reviewed the company's system of internal con¬ 
trol over sales, and have determined that sales clerks prepare invoices or 
sales slips for all sales, and that these invoices are properly entered in 
appropriate sales registers. Footings in sales registers and cash book 
have been tested. 

(a) Outline the procedure you would follow in auditing the company’s 
accounts receivable to satisfy yourself, in so far as possible, that the 
accounts receivable at the balance-sheet date arc authentic accounts and 
that there have been no irregularities in the transactions with customers. 

(b) Considering the conditions set forth, could you render an unquali¬ 
fied certificate? Discuss briefly. 

{American Institute of Accountants, November, 19 j^8) 

Verification of Inventories 

19. Enumerate the features to be especially noted by an independent 
public accountant in the observation of a physical inventory, and state 
the purpose of such auditing procedure. 

{American Institute of Accountants, May, 19/^5) 

20. (a) In verifying the inventories, what, if any, special procedures 
should an auditor adopt in the case of large quantities of packaged mate¬ 
rials stacked in solid formation? 

{b) Discuss the auditor’s responsibility for inventories when an unquali¬ 
fied certificate is issued certifying to the financial condition. 

{Ohio, Alay, 1944) 

21. Tabulate the important auditing procedures directly relating to the 
verification of the total inventories of a manufacturing plant and any 
correlated procedures involved in a detailed audit for an unqualified cer¬ 
tificate of the balance sheet. 

{New York, November, 1945) 

22. In what circumstances may an auditor, without qualifying his 
report, follow the recently extended auditing procedures with respect to 
the verification of inventory quantities at a date other than the date of 
the balance-sheet 7 

{American Institute of Accountants, May, 194£) 

23. (fl) Why is it ordinarily impracticable for an auditor to assume 
full responsibility for taking and pricing the inventory? 

{b) What is the general nature of the responsibility that the auditor 
can and does properly assume in connection with inventories? 

{Ohio, October, 1945) 
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24. (a) State in a general way to what extent physical tests of quanti¬ 
ties should be made in the verification of inventories. 

(b) Describe the extent of reasonable physical tests in the verification 
of the following specific types of inventories: 

1. Scrap and ore at smelting furnaces. 

2. Merchandise held for sale by a wholesale jobber of dry goods. 

3. Operating, maintenance, and repair supplies in a factory. 

4. Merchandise held for sale by a retailer of men’s or women’s clothing. 

5. Merchandise held for sale by a dealer in musical instruments, pianos, 
radio, phonographs, etc. 

{American Institute of Accountantsj November, 1940) 

25. Write up work sheet to show the extent of your verification of the 
following inventories of a manufacturer as of September 30, 1942: 


Raw materials—post. S325,000 

Finished goods—cost or market 

whichever was lower. 450,000 

Work in process: 

Raw material—cost. .$50,000 

Direct labor—cost. 40,000 

Burden—200% of direct labor. 80,000 

~ 170,000 


In checking the accounts payable you noted an invoice dated September 
30, 1942, for goods in transit in the amount of 3^5,000. This item was 
not included in the above inventory. 

{Ohio, October, 194^) 

26. Discuss the last-in first-out rule of valuation of inventories and the 
effect of its adoption on the financial statement under varying market 
conditions. 

{Maryland, November, 1943) 

27. Your client, a manufacturer with a large and active inventory, 
takes his raw material inventory as of the close of business December 
31st and “cuts-off ” as of that date but the inventory taking is not com¬ 
pleted for several days thereafter. Describe your auditing procedures 
with respect to the related incoming and outgoing material records. 

{American Institute of Accountants, May, 1940) 

28. (a) Design an inventory tag and stub for use by a client conducting 
a moderate-sized wholesale plumbing material and supply business. 

(b) Write a memorandum of instructions such as might be necessary 
to instruct the client’s employees in the use of the tag and stub. 

{American Institute of Accountants, May, 1947) 
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29. State what steps you would take to obtain a substantial verifica¬ 
tion of the book balance of the physical quantities of inventories in each 
of the following cases: 

(a) A large, outdoor pile of coal. 

(5) Grain in an elevator. 

(c) A large quantity of nails, dumped in a bin, the book inventory 
being carried in pounds. 

The book balances are obtained as the result of a continuous record of 
receipts, withdrawals and arithmetically computed balances. 

{American Institute of Accountants, May, 194.8) 

30. A client operated a chain of twelve retail drug stores. A central 
office and warehouse also was maintained where all accounting was per¬ 
formed. The perpetual inventory records, maintained at the central 
office, are kept in terms of unit quantity, total quantity, unit cost price, 
total cost price, unit sales price, total sales price, and warehouse or retail 
store location. The inventories, both warehouse and store, were taken 
by company employees under the supervision of the independent auditor, 
who had prepared the inventory-taking instructions. 

The inventories were taken on serially-numbered, duplicate-perforaterl 
tags. The inventory crews worked in teams of two; one member entered 
the description and count of the items on the top portion of the perforated 
inventory tag; the second member verified the description and count of 
the items on the lower portion of the inventory tag, and then compared 
his recording with that of the first member. 

The auditor and his assistants tested the inventories at the central 
warehouse and at the retail stores, and after toeing satisfied with the 
accuracy of the inventory descriptions and physical count, ordered the 
lower portion of the tags removed and returned to the central office. At 
the central office, the description and count were transferred to classified 
inventory sheets. The items were then priced at the lower of cost or 
market, were reduced for damaged or obsolete merchandise, and exLended 
and footed. The classified inventory sheets then were transferred to 
inventory summary sheets and were totaled by company employees. 

Under the circumstances outlined, as auditor, what procedure would 
you follow to verify the inventory? 

{American Institute of Accountants, November, 194-8) 

31. A company sells a patented device for use on railway locomotives. 
The device consists of several main assemblies which, in turn, comprise 
numerous subassemblies composed of many different parts. 

All materials entering into the device are purchased as finished parts, 
and the company’s manufacturing operation is limited to their assembly. 
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At the close of any day the inventory is in various stages of production, 
from purchased parts to finished devices. 

The different parts, subassemblies, and main assemblies have fixed 
production numbers, and are carefully segregated in bins plainly identi¬ 
fied by those numbers. A perpetual card inventory record, correspond¬ 
ingly numbered, is maintained in units and value. Production and sales 
are costed on the “last-in, first-out“ method. 

Several weeks before the balance-sheet date you are requested by the 
company to suggest a plan for taking the inventory and arrange to make 
whatever verification you deem necessary in connection with your 
examination. 

Briefly outline the following: 

(а) Plan you would suggest to client; and 

(б) Auditing procedure you would follow for purpose of the examina¬ 
tion. 

{Armrican Insiituie of Accountants, November, IBI/jf) 

Verification of Investments 

32. Prepare a detailed audit program showing, step by step, what audit 
procedures you would follow in making the examination in which one of 
the most important phases involves marketable securities of substantial 
value, including stocks, bonds, and mortgages. For the purpose of this 
question, give in detail the section of your program covering your audit 
of these investments. 

{American Institute of Accountants, May, 1947) 

33. A manufacturing company had received during the year under 
audit a dividend from a wholly owned subsidiary paid in marketable 
securities previously carried in the investment account of the subsidiary. 
The parent company recorded it at the cost to the subsidiary and credited 
income. 

What investigation would you make before approving such treatment 
of the item? Discuss fully. 

{Maryland, November, 1943) 

34. In auditing the books of your client you found an account for 1,200 
shares of the British Debenture Corporation. The total cost of these 
shares as shown by the account was $15,000 in United States currency. 
This stock was purchased through a broker in London, England, and 
invoiced in English currency. The stock is being held for safekeeping 
by the Bank of England. How would you verify the coat and the 
existence of the stock? 


{Ohio, October, 1939) 
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35. Give a procedure for the verification of the transactions in a sink¬ 
ing fund for the redemption of bonds, where the fund is in the custody of 
an independent trustee. 

{American Institute of Accountantsj May^ 19 j^) 

36. A corporation is the beneficiary in a life insurance policy which it 
has carried for a number of years on the life of its treasurer. The pre¬ 
miums paid on this policy have always been capitalized, and the total 
thereof are now carried on its balance sheet as an asset. Aside from the 
income-tax angle, what position would you, as an auditor, take with 
respect to the company’s procedure? Discuss the problems involved. 

{Wisconsin, November, 1939) 

37. During the year under review a charitable institution received a 
specific bequest in the form of an endowment fund composed of mortgages 
and coupon bonds with all un-paid-interest coupons attached. The 
securities were immediately turned over to the custody of a trust com¬ 
pany, which has since credited the institution’s account with interest 
collected and with the proceeds of bonds sold or redeemed. Such pro¬ 
ceeds were promptly reinvested in bonds, some of them purchased at a 
premium and others at a discount. 

The executors furnished a list of the market value of the separate 
securities as of the effective date of the bequest, and the values so stated 
were verified the trust company. All mortgages were valued at their 
principal amount. 

Outline an auditing procedure for the exa^mination of this fund. 

{American Institute of Accountants, November, 194-2) 

38. Outline a procedure for the verification of bank certificates of 
deposit owned at balance-sheet date, and state how they should be shown 
in the balance-sheet. 

{American Institute of Accountants, November, 194-2) 

39. An investment trust keeps its securities in a safe-deposit box in 
another city, and at least two of three designated officers of the corpora¬ 
tion must be present when the box is entered. The rules of the Securities 
and Exchange Commission require several surprise counts during the 
year and a certificate from the accountant for each such count. 

The officers who have the right of entry are busy executives of other 
large institutions. 

(a) Under these circumstances how may a surprise count be effected? 

(f>) Write a brief certificate of such a count. 

{Maryland, November, 1944) 
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40. Based on the data below. 

(a) Prepare a columnar worksheet analyzing the account for the year 
showing transactions, adjustments and final balance at September 30, 
1948. 

(b) Journalize such adjustments as are needed to correct the invest¬ 
ment account of the F Company at September 30, 1948. 

In an interim examination of the accounts of the F Company for the 
calendar year 1948 you find the Investment Account as follows: 


1948 


Ref. 

Dr. 

Cr. 

Jan. 

1 

Balance brought down. 


#108,D36 


Jan. 

31 

Sold A stock. 

.. . . CB 


$10,682 

Mar. 

31 

Bought B common. 

. . . . VR 

12,125 

June 

30 

Dividend on G L'Dinmon. 

. . . . J 

10,000 


July 

31 

Sold C common. 

. . . . PB 


8,750 

Aug. 

31 

Sold D bonds. 

. . . . CB 


22,500 

kSept. 

30 

Interest on E mortgage. 

. . .. CB 


350 


Reference to the audit working papers of the preceding year shows that 
the balance at January 1, 1948 consisted of the following: 


A C\)nip.any common: 

1,000 Kharcs bought in June, 1940, @/ $10 per share. $ 10,000 

2,000 " " “ August, 1942, ® $8 per share. 10,000 

1,500 " " May, 1945, @ $11 per share. 16,500 

B ('ompany common: 

2,000 sharps bought in January, 1940, @ $16.50 per sharp. 33,000 

C Company common: 

100 shares bought in August, 1941, ® $73 per share (par $100). 7,300 

I) Company 5 % General Mortgage bonds: 

20—$1,000 bonds bought July, 1944 98.4 (interest dates F & A). 19,680 

E Company Chattel Mortgage on machinery; 

5 %, $7,000 mortgage taken in September, 1947, in settlement of aecount 

receivable. 6,456 


$108,936 

Your examination discloses the following: 

In January, 1948, 1,000 shares of the A Company common stock 
bought in May, 1945, were sold for $10,082, net of brokerage. 

In March, 1948, 500 shares of B Company common stock were bought 
@ $24 per share plus brokerage, for $12,125. 

In June, 1948, the C Company paid a 100% stock dividend—common 
on common. 

In July, 1948, the F Company sold to its president for $125 a share 100 
shares of C Company common stock, for which the president gave his 
check for $8,750 and a letter in which he agreed to pay the balance upon 
demand of the treasurer of the company. 
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On August 1, 1948, the D Company redeemed its 5 % general mortgage 
bonds at 110 plus accrued interest. 

In September, 1948, the F Company received one year's interest on the 
57,000, chattel mortgage of the E Company which it holds. 

{American Institute of Accountantsj Novemberj 1948) 

Verification of Fixed Assets 

41. Subunit in outline form an audit program to be followed in connec¬ 
tion with fixed asset accounts, assuming this to be the first balance sheet 
audit of the company. Limit the outline to the three following accounts: 
land, building, machinery, and equipment. 

{Wisconsin, November, 1945) 

42. What audit procedures are required with respect to: 

{a) Additions to property accounts of a manufacturing company during 
the year under review. The additions to be considered comprise property 
additions (1) constructed by a company using construction work-order 
records, (2) acquired by direct purchases from outside vendors, and (3) 
acquired through consolidations, etc. 

(b) Retirements of property of a manufacturing company during the 
year under review. 

State in your answers sources from which you would expect to obtain 
needed information. 

{American Institute of Accountants, May, 1944) 

43. Name the three usual methods of analysis an auditor uses to deter¬ 
mine financial progress of a corporation. By using assumed figures, show 
how you would determine the ‘Tund basis" of a machinery account when 
there have been purchases and sales of the asset between basic dates and 
the account has been subject to depreciation. 

{New York, November, 1945) 

44. Prepare a questionnaire to be used in the evaluation of internal 
control relating to property, plant and equipment. 

{American Institute of Accountants, May, 1946) 

45. A corporation normally depreciates its equipment at the rate of 10 
per cent per year. During the entire year 1942, two shifts were working, 
and therefore your client increased the rate to 20 per cent for the year 
1942. As an auditor for this company, what would be your attitude 
toward this accelerated depreciation? 

{Ohio, October, 194^) 

46. Outline the audit procedure in connection with capital expenditure 
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and retirements of a fair-sized industrial concern that are controlled by a 
system of ‘‘authorizations.^’ 

{American Instituie of Accountants, May, 194.0) 

47. A bank to whom your audit reports are submitted by your various 
clients complained of inconsistency in the reports with respect to the 
treatment of disposals of machinery and equipment. In one client’s 
report, the excess of selling price over the depreciated cost was shown as 
other income in the statement of profit and loss, while in another report, 
this excess, as noted in the text, accounted for the increase in the reserve 
for depreciation over the annual provision for depreciation. Defend 
your position. 

{Ohio, May, 1941) 

48. The Retail Clothing Corporation purchased on December 31, 1940, 
a cash register for $1,500, paying $500 down and giving a series of notes 
of $100 each, payable on December 31 of the 10 following years. In 
your audit for the year 1944 you find this iiem stated in the cash register 
account and on the balance sheet as $900. The bookkeeper explains 
that the corporation does not consider the register as its property until 
all the instalment notes have been paid, although the bill of sales passes 
the title unconditionally. 

(a) State what entries should be made to show the facts. (Assume 
depreciation at 5 per cent.) 

(5) How should the accounts be shown on the balance sheet? 

(c) What explanation would you give the bookkeeper in support of 
your instructions? 

{Ohio, October, 194'^) 

49. A manufacturing concern, finding a certain machine inadequate to 
meet increasing demands, replaces it with a machine of greater productive 
capacity, receiving a trade-in allowance of one-half the cost of the old 
machine against the purchase price of the new machine. Although used 
only two years, the replaced machine had an estimated useful life of ten 
years when installed, and no estimated salvage value. 

(a) How would you treat the transaction in the preparation of the 
client’s federal income tax return? 

{b) Would you recommend that the transaction be similarly treated in 
the accounts? Discuss. 

{American Institute of Accountants, November, 1941) 

50. A coal company has invested $150,000 in a twenty-year leasehold 
on land containing deposits of three million tons of coal, and annually 
writes off $7,500 for depletion. 
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State the reasons why the auditor should or should not approve this 
method of amortizing the cost of the leasehold. 

{American Institute of Accountants^ May, 19^0) 

51. A building which has an estimated life of fifty years is erected on 
land occupied under a lease that still has twenty-five years to run. 
Depreciation is provided at the rate of 2 per cent per annum. 

(d) Should the auditor approve this rate? Discuss. 

(b) Should he approve it if the lease contains a renewal option for 
twenty-five additional years? Discuss. 

{American Institute of Accountants, May, 19Jf.l) 

52. (a) Why is it necessary to examine the leases when a company 
occupies leasehold property? 

(b) Why is it necessary to examine the deeds on the property owned by 
a company ? 

{Ohio, May, 194-4) 

53. A manufacturer’s product is shipped in rather costly steel con¬ 
tainers. To insure the return of the containers, customers are charged 
#25 for each (whether containers arc new or old) and credited with $25 
each when the containers are returned. What detailed check can you 
suggest to verify the containers on hand and in hands of customers? 

{Ohio, October, 1939) 

54. Your client ships goods in valufible containers. Containers are 
billed to customers and charged to their accounts at approximately 200% 
of cost price at the time the product is billed. They are, however, shown 
separately on the invoice, and allowance of the amount billed is made if 
they are returned within three months. 

Describe the purposes of the various steps an auditor should take in 
connection with the containers and the acrmints affected thereby. 

{American Institute of Accountants, November, 1940) 

55. Write a general outline of procedures to be followed in examining 
a “patents account.” 

{American Institute of Accountants, November, 1949) 

Verification of Liabilities 

56. Describe briefly ten steps an auditor should take to satisfy himself 
that all of his client’s liabilities, either actual or contingent, as of the date 
of the balance-sheet under examination, are reflected in his accounts or 
otherwise disclosed. 

{American Institute of Accountants, November, 1943) 
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57. (o) Write a letter to a trade creditor confirming the unpaid balance 
of the notes payable due him. 

(5) How would you ascertain the existence of unrecorded notes 
payable? 

{Ohioj May^ 1944) 

58. Prepare an audit program to verify the following liabilities: 

(a) Notes payable to banks. 

(b) Accounts payable to vendors. 

(c) Accrued payroll. 

(rf) Accrued county real-estate taxes. 

(0/iiQ, October, 194^) 

59. When profit-sharing coupons, trading stamps, etc., are issued by a 
company to its customers along with the sale of merchandise, a liability 
to meet the cost of redeeming the obligations may De created. What 
should the auditor do to satisfy himself that the provision carried on the 
books of the concern under audit is adequate? 

{American Institute of Accountants, November, 1945) 

00. What liabiliti cs for Federal taxes will a corporation on a calendar- 
year basis normally have at December 31, 1943, and what steps will you 
take to verify them? 

{Maryland, November, 1943) 

61. In closing the books at the end of a season of a seasonal business, 
such as a dry-goods business, discuss from the auditor’s viewpoint your 
handling of invoices covering purchases and expenses for the next sea¬ 
son’s business. What precautionary measures should be taken? 

{New York, November, 1944) 

62. On the books of a manufacturing company you are auditing, you 
find numerous debit balances in the trial balance of accounts payable. 

(a) How would you satisfy yourself concerning these items? 

(b) In what way might a dishonest employee create such debit bal¬ 
ances, and how might he appropriate funds thereby? 

{Ohio, October, 1945) 

63. As auditor in the balance sheet presentation of notes and accept¬ 
ances payable, explain what differentiations are necessary, in general and 
in particular, in the case of an importer’s direct liability under banker’s 
acceptances. 

{New York, November, 1945) 

64. What particulars, direct and indirect, with reference to a bond 
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issue would you wish to verify or investigate before passing upon a balance 
sheet including such a liability? 

(Ohioj October, 1940) 

65. In your audit of the accounts of a corporation you find that the 

board of directors authorized the payment of ^100,000 to the trustees 
under a bond sinking fund indenture. The trustees purchased 90 of 
the company’s $1,000 bonds at 90, plus accrued interest on each bond of 
$5. ' 

The bookkeeper charged the sinking fund cash account with the amount 
authorized by the board of directors and credited the sinking fund cash 
account with the cost of the bonds, plus accrued interest thereon. The 
surplus account was credited with the difference between the par value 
of the bonds and the amount paid therefor, plus accrued interest. 

As the auditor, would you accept the entries as made? Explain your 
answer, giving reasons. 

{New York, November, 1945) 

66. (a) What are the usual liabilities and financial obligations or 
requirements in connection with a substantial mortgage bond issue not 
in default? 

(b) How may they be ascertained and verified? 

{American Institute of Accountants, November, 1940) 

67. {a) As the books of your client do not disclose contingent liabili¬ 
ties, how would you ascertain whether or not such liabilities exist? 

{b) Name five common forms of contingent liabilities. 

{Ohio, May, 1944) 

68. The Smith Manufacturing Company buys all its raw material from 
the Jones Company and pays upon receipt of the goods. In December, 
1937, the Jones Company required extra cash to take advantage of favor¬ 
able market conditions and borrowed $20,000 from the Smith Company 
on its negotiable promissory note maturing June 1, 1938. By agreement 
apart from the note, payments were to be made on the principal of the 
note by application of billings for raw material successively supplied to 
the Smith Company in 1938. The Smith Company discounted the note 
at the bank and turned over the cash proceeds to the Jones Company. 
No entries recording the transactions were made on the books of the Smith 
Company. In preparing financial statements of the Smith Company as 
at December 31, 1937, how should the facts relating to the note be shown 
on the company’s balance-sheet? State your reasons. 

{American Institute of Accountants, May, 1939) 

69. (a) To what extent should an auditor check and report the personal 
liabilities of an individual or the member of a partnership when the 
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assignment is to audit a separate business owned by the individual or the 
partnership ? 

(5) Using as an example the personal income-tax liability of an indi¬ 
vidual or a partner for the period being audited, what is the auditor’s 
responsibility as to disclosure in the report of the separate business only? 

(OhiOj May^ 1946) 

70. During the course of your examination of the payroll account you 
note what appears to you to be violations of the Wage and Salary Stabili¬ 
zation Act and its regulations. 

What effect would this have on your certificate of the balance sheet? 

{Maryland, November, 1943) 

Verification of Net-worth Items 

71. State five significant provisions fur which an auditor should par¬ 
ticularly look in examining the Articles of Incorporation of a company 
and amendments thereto. 

{American Institute of Accountants, November, 1947) 

72. Tabulate all the audit points relating to the verification of the 
surplus and the capital stock that are necessary for the certification of a 
balance sheet of a medium-sized corporation having a substantial number 
of stockholders when the corporation acts as its own transfer agent, etc., 

(d) In the first audit made of the corporation that has been in existence 
over 20 years. 

(b) In a later audit engagement for the same corporation after a lapse 
of five years. 

{New York, November, 1943) 

73. How should outstanding shares of stock be verified {a) in case the 
secretary of the corporation keeps the stock records, (b) in case the corpor¬ 
ation retains an outside registrar to keep the stock records? 

{Ohio, October, 1939) 

74. A corporation has a considerable surplus and a large cash balance. 

The directors believe they can acquire some of the common stock of 

the company at a price under par and are considering the advisability of 
its purchase as treasury stock. 

To aid them in their decision, they ask you to write them a letter 
setting forth the advantages and disadvantages of such an action and 
how it would appear on their balance sheet if it were done. 

{Maryland, November, 194^) 

75. Your trial balance of stock certificate stubs agrees with the total 
of outstanding shares shown by stock ledger. However, among bank 
verifications returned you find evidence of a personal loan of the treasurer 
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secured by a stock certificate, the stub of which you notice is marked 
‘‘specimen.” You observe several other stubs similarly marked. The 
treasurer explains that he had lost one of his certificates and reissued 
another as a substitute. What would you do under the circumstances? 

{OhiOj Aprilj 1942) 

76. A corporation has outstanding 500 shares of common stock, par 
value $100 each. The owner of 400 shares died, and his heirs have 
entered'into a contract to sell the 400 shares at $150 per share to the 
corporation, payment to be made $10,000 down and the balance 5 per 
cent of the annual profits after taxes with a minimum payment of $3,000 
specified. Delivery of stock is not to be made until the 400 shares have 
been completely paid for, and the contract further states that voting 
rights are to remain with the vendors during such time. Interest on the 
unpaid balance is to be paid annually. 

How should this transaction be recorded? Discuss fully. 

{Maryland^ November^ 1944) 

77. Your analysis of a company's surplus account showed the following 
debits and credits for the year under review: 

(a) Recoveries on accounts previously charged off $1,700. 

(5) Sale of scrap from materials of a prime contract with the govern¬ 
ment, $800. 

(c) Unclaimed payroll check $24.75. 

(d) Bank service charge from the previous year $1.21. 

(e) Purchase of tax anticipation bonds to be used on current year’s 
income-tax payment $2,500. 

How would you treat the items in your report? 

(0/uo, October, 1942) 

78. (a) What is the usual purpose of the creation of capital surplus by 
the reduction of the par value of outstanding capital stock? 

(b) What subsequent adjustments might properly be made in such 
capital surplus? 

{Maryland, November, 1940) 

79. You are employed by the preferred stockholders to determine if the 
dividends paid to them have been correct for the following years: 



Net 

Dividends 


Profit 

Common 

Preferred 

1940 

$ 2,500.00 

$ —0— 

$2,500.00 

1941 

6,000.00 

3,000.00 

3,000.00 

1942 

10,000.00 

6,250.00 

3,750.00 


$18,500.00 

$9,250.00 

$9,250.00 
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The corporation has outstanding $50,000, 6 per cent preferred stock and 
$50,000 common stock, both having a par value of $100 per share. The 
preferred stock is cumulative and participates equally in dividends after 
the common stockholders have received 6 per cent. 

(Ohio, October, 1942) 

80. Company B has two kinds of stock outstanding: (1) Class A pre¬ 
ferred $100 par value, preferred as to dividend 6 per cent cumulative, 
redeemable at $110 plus accumulated dividends; (2) Class B common, 
stated value $10 sharing dividends 10 cents to each $1 of Class A, payable 
after Class A 6 per cent has been paid. You are asked to state the book 
value of a share each of Class A and B at a date when earned surplus is 
equivalent to $275 per combined par and stated value of one share each 
of Class A and B, or $110. 

(a) When there arc not any dividends in arrears. 

(h) When two years’ dividends have been passed. 

In your answer you may submit your own figures to illustrate additional 
discussion of the question. 

(Ohio, May, 1943) 

81. When making the first audit of a corporation, you find that it had 
been organized and had commenced business in 1940. The authorized 
capital stock was 10,000 shares of $100 par value each. One-half of the 
authorized capital stock was issued to the incorporators for all their 
right and interest in certain patents, applications, etc. These patents 
covered a new article for which the market was unknown and speculative. 
By 1944, a wide market had been established on a very profitable earning 
basis, and it was determined that the patents had an earning power many 
times greater than the par value of the original stock issued therefor. 
Thereupon, the corporation issued the remaining half of its authorized 
capital stock to its stockholders in the same proportion as the issue of the 
first half. 

As the auditor, do you approve of this procedure, and if so, what steps 
and entries would you advise the company to make? Give reasons. 

(New York, November, 1945) 

82. What do you understand by ^‘secret reserves?” Give instances 
of the manner in which they might be created. What is the correct 
attitude of an independent auditor with respect to them? 

(American Institute of Accountants, May, 1945) 

83. A client shows you the balance-sheet of a corporation in which he 
is considering the acquisition of a substantial interest. He informs you 
that the board of directors, with the approval of the stockholders, have 
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offered to sell a. block of authorized but unissued common stock. The 
proceeds are to be used to retire the remaining outstanding preferred 
stock, which is callable at a premium, and to provide additional working 
capital. 

On the liability side of the balance-sheet, just above the networth sec¬ 
tion, there is a “Reserve for retirement of preferred stock.” Referring 
1,0 this item, your client points out that this reserve is substantially 
greater than the par value of the preferred stock outstanding, even allow¬ 
ing for the premium payable upon redemption, and that preferred divi¬ 
dends have been currently paid. 

Explain the following: 

(a) The purpose of the reserve and the probable manner of its creation; 
and 

(b) What effect the reserve and the contemplated retirement of the 
preferred stock should have in your client's considerations. 

{American Institute of Accountants, November, 1941) 

Verification of Profit-and-loss Items 

84. In a balance sheet audit to what extent would you verify the income 
and expense accounts? Discuss fully, and illustrate by specific reference 
to and description of conditions justifying your procedure. 

{Maryland, November, 1944) 

85. (d) Explain three methods by which the sales records may have 
been falsified. 

(b) Explain your audit procedure for disclosing such irregularities. 

{New York, May^ 194b) 

86. Describe a sales “cut-off” and indicate the auditing steps you 
would follow in making a sales “cut-off.” 

{American Institute of Accountants, May, 1944) 

87. Outline briefly the system of internal check that you, as an auditor, 
consider adequate to control the commodity sales of a retail ice-delivery 
corporation operating two divisions with about 25 routes to a division 
and between 300 and 325 customers to a route. Trucks are loaded from 
an icehouse in each division. Customers' accounts are weekly, monthly, 
or seasonal. A very few cash sales are made by drivers of the trucks. 

{New York, November, 1945) 

88. The accounts of a large apartment house are kept by the manager 
with the assistance of two minor clerks acting under his direction. 
Describe fully your procedure in verifying: 
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(a) Rental income. 

(5) Rents receivable. 

{Maryland^ November, 1940) 

89. In an audit of a company’s income and expense account how would 
you satisfy yourself as to the accuracy of recorded receipts for; 

(a) Income from investments. 

(b) Scrap sales. 

(Ohio, October, 1943) 

90. The Magazine Publishing Company (having approximately 30,000 
subscribers) accepts subscriptions to its monthly publications to begin 
with any issue, and to extend for periods of one year, two years, three 
years, and five years, respectively. The sales price of subscriptions for 
periods of one year and more than one year are in the following ratios: 


1 year. 100 per cent 

2 years. 180 per cent 

3 years. 240 per cent 

5 years. 300 per eent 


Assuming a manually operated system of records, prepare an audit 
program for use in verification of unearned income from subscriptions as 
of the end of the company’s fiscal year. 

(American Insiihite of Accountants, November, 1948) 

91. A retailer, selling radios on a 24-monthly-payment plan, employs 
the instalment-collection method of accounting. State how and by what 
bookkeeping procedure the profit to be taken up in the current year’s 
income statement should be determined. 

(American Institute of Accountants, November, 1941) 

92. A company newly formed for the purpose has acquired under fore¬ 
closure sale a tract of land which has already been improved and sub¬ 
divided into building lots. 

Outline a method for determining the gain or loss on each lot sold. 

(American Institute of Accountants, November, 1941) 

93. The X Company’s cash receipts register contains amount columns 
headed as follows: Cash, Dr.; Sales Discount, Dr.; Accounts Receivable, 
Cr.; Miscellaneous, Dr.; Miscellaneous, Cr. 

In a balance-sheet audit and a detailed audit, respectively, explain the 
nature and extent of your examination with respect to amounts in the 
Sales Discount, Dr, column, with reasons for your procedure. 

(American Institute of Accountants, May, 1948) 
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94. (a) What safeguards exist against padded payrolls? 

(6) How would you use these safeguards as precautionary measures in 
conducting an audit? 

{New York, November, 1944) 

95. All employees of a company are paid in cash once a week. The 
company has 200 employees, all of whom work at one plant; 50 of these 
employees are on a night shift. All employees are paid on Friday (or 
Saturday morning with respect to the night crew) for the week ended on 
the preceding Tuesday. One employee, the payroll clerk, prepares the 
payroll from time sheets signed by the respective foremen. lie also 
checks time cards against these payroll sheets, and hands out the pay 
envelopes. 

Prepare a program of audit of payroll in connection with the regular 
annual examination of financial statements. 

{American Institute of Accountants, November, 1945) 

96. Describe the usual documents constituting a voucher authorizing 
payment of amount owed for materials purchased by a manufacturing 
concern. What authorizations and checks would you expect to find on 
these documents under a proper system of internal audit? 

{American Institute of Accountants, November, 1943) 

97. Outline an audit procedure for the examination of insurance as 
reflected in the insurance accounts generally carried by a mercantile 
company. 

{American Institute of Accountants, May, 1943) 

98. During the course of an examination you note certain disburse¬ 
ments charged to promotion expense. There is no supporting detail, but 
the vouchers were approved by the president. The related checks, made 
payable to cash, were signed by the treasurer, countersigned by an assist¬ 
ant treasurer, and indorsed by the treasurer. The officers refuse to 
furnish any further information. As independent auditor, what would 
you do, and why? 

{American Institute of Accountants, May, 1944) 

99. For what purpose and in what manner does the independent 
auditor study depreciation accounts? 

{American Institute of Accountants, May, 1945) 

100. Name five typical expense accounts, an examination of which may 
be of significance in the verification of specific balance-sheet accounts and 
explain, in each case, the nature of errors in the expense accounts, adjust- 
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ment of which would affect the balance-sheet as of the close of the year in 
Avhich the entries were made. 

{American Institute of Accountantsj Novemberj 134S) 

101. The AB Manufacturing Company manufactures a variety of 
products, which range in size and price from small and inexpensive 
articles to large and costly machines. Its operations are highly depart¬ 
mentalized and its manufacturing expenses are allocated to departments 
for each of which an overhead rate has been established. 

Explain how you would satisfy yourself as to the correctness of the 
application of the manufacturing overhead in determining the cost of the 
various products manufactured and sold. 

{American Institute of AccountaniSj November^ 19JfS) 

102. In your audit of the books of a country club you find all improve¬ 
ments expensed. The club is a nonprofit organization, (a) What would 
be your procedure? {b) What are the advantages of the club’s method? 

{Ohio, May, 194.3) 

103. You have been engaged to audit the books of a corporation having 
a large research laboratory. The cost of this laboratory and its experi¬ 
ments amounts to several hundred thousand dollars annually. In accord¬ 
ance with established policy, this cost is charged to operations as develop¬ 
ment and research work, etc. From time to time, new processes and 
patents result that produce new products or improved manufacturing 
technic in present operations. As the auditor, do you approve of con¬ 
tinuing to charge the cost of this laboratory to operating expense, or 
would you advocate capitalizing or deferring it? Explain fully. 

{New York, May, 194Y) 

104. In reviewing the work of an accountant engaged upon the audit of 
a boathouse, you are informed that the income has been verified as 
follows: 

Daily cash receipts from the rental of boats by the hour or day have 
been verified by means of the appointment schedules kept by the dock 
attendant, independently of the bookkeeper or cashier. The other 
income consists of checks that are received monthly by mail for monthly 
rent, berth privileges, etc. The daily recorded receipts have been 
reconciled with the deposits shown by the bank statements. 

Do you consider that a satisfactory audit of the boathouse income has 
been made? Explain your answer fully. 

{New York, May, 1945) 

105. The field of operations of a coal mining company includes a leased 
tract contiguous to its fee holdings. Under the terms of the lease, which 
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covers only mineral rights and has a number of years to run, the company 
pays a royalty of so much per ton of coal extracted, with a guaranteed 
annual minimum. The lease further provides that when the royalty 
payable on a tonnage basis is less than the minimum, such deficiency may 
be recovered as a credit in the next succeeding year only; but only in the 
event and to the extent that the royalty payable in such succeeding year, 
as computed on the tonnage basis, exceeds the minimum payable for that 
year. The contract year coincides with the company’s fiscal year. 
During the twelve months under review the guaranteed minimum was 
substantially greater than the royalty computed on the basis of the 
tonnage mined. 

State how you would treat the deficiency in the financial statements 

(a) for the current year; and (b) for the succeeding year, if the deficiency 
were recovered as a credit. 

(American Institute of Accountants^ November^ 

106. A company operating a machine shop has undertaken to produce, 
as a subcontractor under a prime contract with a government agency, 
certain parts on a cost-plus-a-fixed-fee basis. The hours of operation are 
about evenly divided between the above contract and the regular business 
of the company. 

Each day the work required for the regular company business is first 
completed. The remainder of the day, with whatever overtime is neces¬ 
sary, is given over to production under the contract. During the con¬ 
tract period, overtime hours represented a substantial proportion of the 
total hours worked. Under an agreement with the employees, time- 
and-a-half was paid for all hours over eight, worked each day. 

On job sheets were recorded the actual cost of materials consumed and 
direct labor, including any overtime premium paid. Burden was applied 
on the basis of the labor cost so recorded, and the sheets were adjusted 
each month to eliminate any balance in the burden variance account. 

Upon completion of the contract, you are requested by the company to 
certify to its cost determination. 

Explain or briefly outline the following: 

(a) Your objections to any cost accounting principle applied; 

(b) Its incorrect effect in the client's statements; and 

(c) Procedure you would follow in making a revised cost determination. 

(American Institute of Accountants, November, 1942) 

107. You are engaged to audit the books of a manufacturing company. 
In the course of your audit you find that the costs of operations are based 
upon standard or predetermined costs, the cost system being controlled 
in the general accounts. The calculations of these standard costs are 
based upon operating at 70 per cent of capacity. 
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During the year under review you find that the plants of the company 
were operating at from 90 to 95 per cent, of capacity, with the result that 
factory overhead was overabsorbed to the extent of 171,000, Avhich 
amount appears as a credit balance in the burden control account. 
Explain fully what adjustments, if any, are required. 

{Wiaconsin, November^ 1939) 

108. The stockholders of the Renegotiated Manufacturing Company 
have employed you to audit the books with special instructions to see that 
profits have not been overstated. Their apprehension arises from the 
fact that management receives a bonus based upon a percentage of profits. 

(a) State at least six ways by which management could conveniently 
overstate profits. 

(b) State briefly the procedure to be followed to disclose overstatement 
of profits in each instance suggested in answer to (cr) above. 

(c) Discuss the effect of Tising too low^ a burrhm rale and thus under- 
applying factory overhead to production. 

(\Vis( onain, November, 1945) 

109. On February 1, 1945 Adams assigned a patent, newly issued to 
him, to the Hayworth Manufacturing Co., iinrler a contract which pro¬ 
vided that the latter would pay Adams a royalty of $2.00 for each unit 
produced in accordance with the Adams patent and installed in Hayworth 
machinery delivered to any point outside the plant, whether or not such 
deliveries were based on sales, transfers to branches or consignments to 
agents. 

On the date of the assignment the Hayworth Co. paid Adams $500 
advance royalties. Thereafter, no royalty payments nor statements of 
royalties earned were received by him. His efforts to obtain information 
elicited only the response that the royalties earned did not equal the 
amount paid him. 

Finally, in 1948, Adams asked you to determine the facts. 

Outline a program to ascertain Ihc amount of royalty due or overpaid 
to Adams under his contract with the Hayworth Manufacturing Co. 

{American Institute of Accountants, May, 1948) 


Auditor’s Reports 

no. Describe five reasons why an auditor’s report is necessary and in 
general demand. 

{Ohio, October, 1944) 

111. Outline the specific points which should be included in a short 
form of certificate. 


{Wisconsin, November, 1944) 



546 


C.P.A. PROBLEMS AND QUESTIONS 


112. The standard short form of an independent accountant's report or 
opinion includes the following statement: 

“Our examination was made in accordance with generally accepted 
auditing standards applicable in the circumstances and included all 
procedures which we considered necessary.” 

Analyze and briefly discuss the above-quoted statement. 

{American Institute of Accountants, May, 1945) 

113. To what extent would it be necessary to test inventories to justify 
certification as to their approximate correctness under the usual report 
certification “by methods and to the extent we deemed appropriate”? 

{Ohio, October, 194-0) 

114. The accountant’s short-form report contains the words “support¬ 
ing evidence.” State three different types of such “evidence” and give 
several examples of each type. 

{American Institute of Accountants, May, 1943) 

115. What would be the effect of each of the following conditions on 
the auditor’s reports or certificates: 

(a) Accounts receivable arc significant in amount. The client refused 
to permit their confirmation by direct correspondence and no other 
satisfactory means of establishing the substantial correctness of the total 
were available. 

(f;) The client refused to permit you to examine the minutes of board of 
director’s meetings. 

(c) The client has an account receivable, substantial in amount, from 
a wholly-owned subsidiary. The company has expressed its willingness 
to request the subsidiary to confirm the amount of its indebtedness 
directly to you. However, it refused to give you access to the books and 
records of the subsidiary. 

{American Institute of Accountants, November, 1944) 

116. Briefly state the extent of the auditing procedure implied by a 
public accountant who renders an unqualified standard short-form 
report, sometimes designated as the short-form certificate or opinion. 

{American Institute of Accountants, May, 1942) 

Ethics 

117. Name four acts or situations which are regarded as contrary to 
ethical standards as generally recognized by the accounting profession. 

{American Institute of Accountants, November, 1946) 

118. A public accountant has a financial interest in an enterprise which 
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he audits. Discuss the conditions under which it is proper and not 
proper, respectively, for the public accountant to express his opinion on 
the financial statements of this enterprise. 

{American Institute oj Accountants, November, 191^7) 

119. What is the meaning of “independence’’ as applied to independ¬ 
ence of accountants? Cite evidences of lack of independence, and rules 
of professional conduct prohibiting actions which might result in impair¬ 
ment of accountant’s independence. 

{American Institute of Accountajits, November, 1943) 

120. An auditor, having completed his engagement and rendered his 
bill for $7,500 is tendered 100 shares of the capital stock of the client, par 
value 1100 each, which he accepts in full settlement of his fee. 

Give entries and explain fully how the transaction should be recorded 
on the client’s books and on the aiulitor’s books: 

(а) If the shares had been newly issued. 

(б) If they had been reacquired by the company and carried as 
treasury stock. Are there any ethical considerations involved in such an 
arrangement? 

{American Institute of Accountants, May, 1940) 

121. State your views as to the propriety of accepting a contingent 
fee in a professional accounting engagement. State reasons, noting 
exceptions, if any. 

{American Institute of Accountants, May, 1947) 

122. Company B received from Company A a substantial order for 
merchandise and upon shipment Company B rendered a bill to Company 
A for the goods purchased. Through the misplacement of the decimal 
point the amount of the bill was exactly one tenth of what it should have 
been. Company A entered and settled the bill at the smaller amount 
and, at the time the usual audit was being matle, had not heard from 
Company B. The auditor discovered the error, although he was not 
expected to check the purchase invoices for clerical accuracy. Company 
A had to admit the error but did not permit its correction, placing the 
responsibility upon Company B. 

The auditor was some time later engaged by Company B for a balance- 
sheet examination which likewise did not include a check of detail. 
Remembering the incident and anxious to see whether Company A had 
acknowledged the additional indebtedness and paid up, he found that the 
bill had also gone through Company B’s books at the lower amount, that 
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the error had not been discovered, that Company A’s check had been 
received and credited in full settlement of the bill and that nothing had 
been heard from Company A. 

State what the auditor should do in each examination. Give reasons. 

{American Institute of Accountants, November, 1939) 

Consolidations 

123. You are assigned to audit the book of XY Machine Company. 
You find, among other things, that 40 per cent of the capital stock of this 
company is owned by Z Corporation and that the intercompany purchases 
and sales between these two companies are substantial in amount. 

five matters that you might expect to find in your examination of 
the minutes of the board of directors and the stockholders meetings which 
would have an important bearing on your audit. 

(Wisconsin, November, 1939) 

124. When engaged to audit Corporation A for credit purposes, you 
find another corporation affiliated with them. Substantial advances 
have been marie to the affiliate by Corporation A. The accounting 
department of Corporation A also keeps the books of the affiliate, and 
the officers of Corporation A are also the officers of the affiliate. No 
arrangements have been made to audit the affiliate for whom Corporation 
A manufactures certain products. Under these circumstances, what 
is the minimum attention it is necessary to devote to the affairs of the 
affiliate and to its relations with Corporation A? Explain fully. 

(New York, Novemher, 194-1)) 

125. You are engaged in the preparation of a consolidated balance 
sheet and operating statement of a company and two subsidiaries. Sales 
of products are both intercompany and to the general public. 

What principal auditing points are inherent in such consolidation? 
Explain fully. 

(Maryland, November, 194^) 

126. A manufacturing concern which has been your client for several 
years acquires control of another manufacturing company on April 1, 
1940. The 1939 accounts of this subsidiary had been examined by public 
accountants. You are requested to make the 1940 examination with the 
object of consolidating the accounts of the two companies at the end of 
the year. 

Discuss to what extent and purpose the accounts for the periods prior 
to 1940 should be examined. 

(American Institute of Accountants, November, 1940) 
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Decedents’ Estates 

127. The executor of an estate has been charged by a creditor of the 
estate with misappropriation of assets. The executor retains you to 
audit his accounts, and you find him short assets, but he denies their 
existence. 

(a) What action should you take in the matter? 

(h) To whom must you report your findings? 

(c) What records would be affected by your findings? 

{Ohio, October, 19/^5) 

128. A man died five years ago and left an estate consisting of stocks 
and bonds, real estate, ground rents, and other investments including a 
controlling interest in a manufacturing corporation of which he had been 
president. 

The estate was divided into two trusts for the benefit of different life 
tenants and remaindermen. The decedent’s attorney was appointed 
trustee for both trusts and has been acting in that capacity. 

It now becomes necessary to appoint a new trustee for one of the trusts, 
and you are engaged to make a detailed audit of both trusts for the whole 
period to date. 

State your procedure and explain fully. 

{Maryland, November, 191^.2) 

129. In the annual examination of the accounts of an estate lor a life 
beneficiary, the following transactions were noted: 

(a) In the year under examination the trustee had purchased mortgage 
bonds and also paid for tlie interest accrued since tlie last coupon date. 
The mortgagor defaulted and did not pay the next coupon. The trustee 
had treated the interest paid as a loss of income. 

(b) The trustee had sold on a coupon date certain long-term bonds at 
an amount higher than their original cost. The bonds had been bought 
at a premium which was being amortized over their remaining life. The 
trustee had credited the entire proceeds to principal. 

(c) The trustee had also sold, likewise on a coupon date, certain long¬ 
term bonds at an amount lower than their original cost but higher than 
their amortized book value. The trustee had credited the entire proceeds 
to principal. 

Dicuss each of these transactions, stating also whether the trustee’s 
treatment may be accepted by the auditor. 

{American Institute of Accountants, May, 19Ji.l) 

130. An estate has been in the process of administration for several 
years and has maintained regular books of account. Federal estate and 
state inheritance-tax returns have been filed; all debts, expenses, taxes. 
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and legacies other than the residue have been paid; and the balance is 
now ready for distribution. 

You are engaged by the executor to audit the accounts and prepare his 
accounting for submission to the probate court. He informs you that 
his relations with the residuary legatee have not been amicable, and 
objections to the accounting are anticipated. 

Outline the procedure you would follow for this engagement. 

' {Amerwan Jnstitute of Accountants, May, 19Jf.2) 

Branches 

131. In the case of a client operating several branches, what verifica¬ 
tion would you make of the branch accounts? 

{Ohio, May, 194-5) 

132. Comparison between the inter-office account of City Wholesale 
Hardware Co. with its suburban branch and the corresponding account 
carried on the latter’s books shows the following discrepancies at the close 
of business, September 30, 1947. 

1. A charge of $870 (office furniture) on HO taken up by branch as 
$780. 

2. A credit by HO for $300 (merchandise allowance) taken up by the 
branch as $350. 

3. HtXcharged branch $325 for interest on open account which branch 
failed to take up in full; instead, branch sent to 110 an incorrect adjusting 
memo, reducing the charge by $75 and set up a liability for the net 
amount. 

4. A charge for labor by HO, $433, was taken up twice by branch. 

5. A charge of $785 was made by HO for freight on merchandise, but 
entered by branch as $78.50. 

6. Branch incorrectly sent HO a debit note for $293, representing its 
proportion of bill for truck repairs; HO did not record it. 

7. HO received $475 from sale of truck which it erroneously credited 
to brain^h; the branch did not charge HO therewith. 

8. Branch accidentally received a copy of HO entry dated 10/10/47 
correcting No. 7 and entered a credit in favor of HO as of September 30, 
1947. 

The balance of the account with the branch on the head office books 
showed $131,690 receivable from the branch at September 30, 1947. The 
inter-office accounts were in balance at the beginning of the year. 

(a) What was the balance on the branch books before adjustment? 

(h) What is the correct amount of the inter-office balance? 

(c) Prepare a work sheet reconciling the amount of $131,690 on the 
HO books with the adjusted balance. 
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(d) Prepare journal entry or entries to adjust the branch office books. 

{American Institute cf Accountants, November, 1947) 

133. A large U.S. concern owns foreign companies or branches that own 
and operate plants and sell their product in their respective countries. 
Their balance-sheets include among other accounts the following: 

1. Cash in restricted currencies. 

2. Accounts receivable. 

3. Inventories. 

4. Capital assets. 

5. Current liabilities. 

6. Intercompany account payable. 

The accounts of the foreign companies or branchi's were all converted 
at the official rates of exchange at the close of the fiscal year, and the 
exchange differences in consolidation carried forAvard as a debit under 
deferred charges. In auditing the accounts (a) what rates of exchange 
would you use in making the conversions of the above balances and (b) 
how would you recommend handling the exchange differences? 

{American Institute of Accountants, November, 19S9) 

Banks 

134. Mention three kinds of demand deposits and four kinds of time 
deposits shown as liabilities on the books of a bank. Slate how cus¬ 
tomers^ overdrafts arc reflected on the books of a bank. 

{Ohio, May, 1943) 

135. Describe in detail the steps you Avould take to verify each of the 
following items in the examination of the accounts of a bank: 

{a) Cash 

(6) Loans and discounts 

(c) Due to depositors 

{American Institute of Accountants, November, 1942) 

130. The survey of a bank revealed the following information for the 
month of June, 1940. You are to prepare cost figures and determine the 
profitableness of J. G. Hayden’s account, which has been selected as 
typical of a certain class of commercial accounts. 


Average daily deposit balances. $1,500,000 

Float. 125,000 

Net average balance. $1,375,000 

Reserve requirements—20 %. 275,000 

Net deposits available. $1,100,000 

Interest income. . $ 2,200 

Average earning rate per month ($.024 per year). $ . 002 


Cost of commercial department operations for the month $ 460 
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Analysis of Departmental Activity 

Number Weight 


Checks on local banks*. 5,000 1 

Transit items (out of town banks). 3,000 2 

Checks on us. 7,000 3 

Deposits. 2,000 4 

Cashiers check and drafts. 500 12 


* Checkfl on local banks are the least expenaive operation and the other activitieH are weighted on this 
base cost. 


J. G. Hayden’s Ac'coitnt Analysis 


Average daily balance. $1,000 

Average daily float. 100 

Reserve requirement. 20% 

Services rendered; Number 

(/hecks paid. 60 

Deposits. 10 

Checks deposited: 

On local banks. 30 

Transit items (out of town). 20 

On this bank (no chfirge) 

C/ashiers' checks. 3 


In addition to the direct eosts of the commercial department to be 
charged to J. G. Hayden^s account, a charge of 25 per cent of the direct 
costs is to be assigned to cover general administration and custody of 
funds. 

{WisconsinJ November, 1940) 

Insurance 

137. In a balance-sheet audit of a manufacturing company, what types 
of information, obtained from an examination of fire insurance policies 
(in which your client is named as the insured) and the company's insur¬ 
ance register, would you include in your working papers? 

For what purpose or purposes should the auditor examine fire insurance 
policies? 

{American Institute of Accountants, May, 1948) 

138. You are engaged by a Casualty Insurance Company to investigate 
a claim which has been filed under a fidelity bond issued by it for loss 
alleged to have been caused by embezzlement perpetrated by the branch 
office manager of the insured. 

The claim consists of a list of seventy-five names with an amount shown 
after each one, the total of which amounts to $16,(KX) and is accompanied 
by the statement of the insured that these names and amounts represent 
account-receivable balances on the branch books which are the result of 
fictitious entries by its office manager to cover peculations amounting 
to $16,000. 
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The branch manager has absconded. The insured, however, is willing 
that any or all of the available records of its office be checked. 

Upon inquiry at the head ofTice of the insured it was ascertained that 
the manager had complete charge of all transactions at the branch which 
dealt only in one commodity, lie reported daily to the main office the 
quantities received and sold, the details of the charge sales and the 
amount of cash received, distinguishing on the daily report between cash 
sales and collections on accounts receivable. All disbursements relating 
to the branch office were made by check from the main office. The 
branch office manager made a deposit daily of all receipts in a special 
bank account from which withdrawals could only be made by the proper 
officers located at the main office. 

It was also found that the daily report showed the quantities on hand 
at the beginning and end of each day. The balance so shown at the close 
of each month was checked by a representative of the main office who took 
an actual inventory of the merchandise on hand. No large inventory 
shortages had ever occurred. 

The representatives of the insurance company, your client, tell you 
that the branch manager was covered by a fidelity policy to December 31, 
1939, in the principal sum of 15,000. On account of increased business 
this was considered inadequate and on January 1, 1940, an increase of 
3510,000 was duly made in the coverage making the limit of liability under 
the policy $15,000. The defalcation was discovered on April 30, 1940, 
and the loss reported in the claim of $10,000 was the accumulated loss 
to the latter date. The extent of the loss was computed by the insured 
after complete and quite successful circularization of all branch custom¬ 
ers and the insurance company is willing that you make judicious use of 
this circularization so as to save further annoyance to the insured and 
his customers. 

Explain briefly the steps which you would take in the investigation of 
this claim for the insurance company and state what results you Avould 
expect from each. 

{Amerivan Institute of Accountants, November, 1940) 

Municipals 

139. Name the principal sources of revenue of a small municipality, 
preferably in the order of their importance; outline your audit procedure 
for their verification. 

{Maryland, November, 1940) 

140. Outline the general procedure which should apply in the audit of a 
municipality with respect to (a) cash receipts, and (b) expenditures. 

{American Institute of Accountants, May, 1941) 



564 


C.P.A. PROBLEMS AND QUESTIONS 


141. In auditing the books of a municipality, how would you verify the 
following: 

(a) Collection of fines and costs for violation of city laws and ordi¬ 
nances. 

(b) Collection of ad valorem taxes. 

(c) Collection of occupational license fees. 

(Kentucky, November, 1938) 

142. The following accounts appear on the ledger of a city: 

Estimated Revenue 
Appropriations 
Encumbrances 
Unappropriated Surplus 

State what evidence you would consider satisfactory in support of entries 
to each of these accounts. 

(American Institute of Accountants, November, 1947) 

143. How would you satisfy yourself as to the correctness of the relative 
expenditures in a case where you are auditing the books of the Town of 
Oakville and those of the Oakville Sports Center? The Sports Center is 
being maintained partly by the town and partly by voluntary gifts of 
residents. 

Your answer should be in the form of brief programs. 

(American Institute of Accountants, May, 1947) 

144. (a) What is an “encumbrance^’ and how is it recorded on the 
general books of a municipality? 

(6) Wliat is meant by the term “encumbrance method” as used by 
municipalities and what are its advantages? 

(c) The general fund account of a municipality is kept under the 
“encumbrance method.” At the close of the year 

1. Bills aggregating ^25,000 with evidence attached showing deliv¬ 
ery on or before the end of the fiscal year and duly approved for payment 
had not been recorded among the liabilities. 

2. Appropriations had been encumbered to the amount of 3^24,000 
of these bills. 

State in the form of properly explained journal entries what adjustment 
should be made, bearing in mind that budgetary and other accounts of 
the fund are kept in the same section of the general ledger. 

(d) What are “nonrevenue funds”? Name and briefly describe 
several. 

(American Institute of Accountants, November, 1940) 



AUDITING QJ^E.^TIONS 


555 


Special Industries 

145. State the audit steps in ehoeking, iiiuDme of 

(a) An investment trust; 

(b) A public hospital; and 

(c) A private school for boys. 

{America?} liisiiUite of Accomita?its^ Afaii/, 194-5) 

146. Briefly describe the audit procedure that suggests itself in the 
examination of: 

(a) Tuition income of private schools. 

(b) Rental income of office buildings. 

(c) Annual dues of golf clubs. 

(d) Donations to charity organizations. 

(c) Plate collections at church services. 

{American Institute of Accountants, November, 1943) 

147. You are planning a program of audit. What would you regard 
as a reasonably satisfactory system of internal check and control of the 
operations of a large resort hotel? 

{M aryJa7idj November, 1941) 

148. List the standard audit procedures for the examination of one of 
the following: 

(a) Special assessments records and related bond records of a small 
municipality; 

(b) Security control records of a stock broker; 

(c) Rent control records of a real estate operating company. 

{American Institute of Accountants, May, 1946) 

149. A few weeks before the close of his fiscal year an importer received 
a large shipment of foreign goods for which he accepted a 90-day sight 
draft, payable in the currency of the country of origin. The exchange 
rate had been fluctuating violently and the draft was paid at maturity 
in an amount of dollars that was very much lower than would have been 
paid when the goods were ordered. 

Outline the proper treatment on the importer's books: 

(a) When goods arc ordered. 

(b) Upon acceptance of draft. 

(c) At close of fiscal year. 

(d) When draft is paid. 

Also explain how the importer would ordinarily guard against the 
exchange risk. 


{American Institute of Accountants, May, 1940) 
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Examination of Minutes 

150. (a) When should an auditor read the minutes, by-laws, 
certificate of incorporation, or partnership agreement? 

(b) Who should have this responsibility? 

{Ohio, Nov Ember j 1941) 

151. Inuring the course of an examination of a corporation you ask the 
secretary for permission to inspect the minute books. He is reluctant to 
grant your request but offers to give you a certified copy of all resolutions 
relating to accounting matters. What position would you take, and how 
would you explain that position to the client? 

{American Insiiiuie of Accountants, May, 1943) 

152. State eight instances in which it is necessary to examine the 
minutes of stockholders^ or directors’ meetings for the verification or 
authorization of transactions, and the particulars you would note about 
each. 

{American Institute of Accountants, May, 1942) 

Miscellaneous Audit Questions 

153. Define the term natural business year.” and explain how you 
would determine it for a manufacturing concern. 

{American Institute of Accountants, November, 1942) 

154. To what extent, if any, is a public accountant’s responsibility 
increased by the pronouncements of the American Institute of Account¬ 
ants under the title "Extensions of Auditing Procedure.” Explain. 

{Maryland, November, 1942) 

155. What are the legal responsibilities of a public accountant with 
respect to work done by him as a professional auditor? Discuss. 

{American Institute of Accountants, May, 1946) 

156. (a) Describe the work usually done by a junior accountant. 

(b) To what extent do the duties of a junior differ from those of a 
senior? 

(c) What other classifications of public accountants are there, and 
describe briefly their duties. 

{Ohio, October, 1944) 

157. Outline briefly the following information about working papers of 
an auditor; 

(a) What do they usually contain? 
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(6) List important fsatures that th6y must include. 

(c) What are the advantages of good working papers? 

{OhiOj Octoberj 1^44) 

158. Prepare audit working papers covering four of the following five 
items: 

(a) Factory buildings and reserve for depreciation 

(h) General manager's profit-sharing bonus 

(c) Treasury stock 

(d) Royalty income 

(e) Sales and cost of sales of building lots sold by a realty company. 
Use your own figures. 

Working papers may be concise but sufficiently informative to enable 
your supervisor or principal to check the report during your absence and 
satisfy himself with respect to auditing procedures. Neatness and form 
of presentation are important. Illustrations should be sufficiently com¬ 
plex to indicate your experience and familiarity with the subject matter. 

{American Institnte of Avvouniants^ May, 1946) 

159. Name the document or documents, peculiar to each item, which 
should be inspected by the auditor in the vehlication of the following. 
State the particular features to be observed in each case. 

(a) Land 

{b) Real estate tax 

(c) Renegotiation settlement 

(d) Rent expense 

(c) Registered stock held by client as collateral 

(Amcr^ca7^ Institute of Accountants, November, 1945) 

160. What would you accept as satisfactory documentary evidence, 
such as sales invoices, vendors’ invoices or other original records, in sup¬ 
port of entries in the following: 

(a) Sales register 

(b) Sales returns register 

(c) Creditors’ voucher or invoice register 

(ti) Payroll 

(e) Check register 

{American Institute of Accountants, November, 1947) 

161. Do you consider that an auditor should accept verbal explanations 
regarding certain items he has reason to believe can be verified by 
documentary evidence or through extraneous sources? Explain your 
answer. 


{Ohio, October, 1945) 
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162. (a) Why is it often desirable for the auditor to obtain certificates 
from officials of the company under audit with respect to inventories, 
receivables and fixed assets? 

(b) Draft forms of such certificates. 

(c) Does the possession of such certificates absolve the auditor from all 
further responsibility? 

{Maryland^ November, 1942) 

163. State to what extent an auditor is qualified to pass upon the 
following: 

(a) The actual value of plant and buildings. 

(b) The value of unlisted securities owned. 

(c) The adequacy of reserves for contingencies. 

(f/) The correctness of a corporation’s minutes. 

(e) The legality of a management contract of employment. 

{OhiOj May, 1946) 

1(34. In an audit of a concern too large to permit a verification of all 
transactions, tests are relied upon to satisfy the auditor of the substantial 
correctness of the book records. Describe what procedure you would 
follow in laying out a program for a satisfactory test check of: 

(a) Ledger postings. 

(b) Inventory pricing. 

(c) Voucher records. 

(d) Payroll records. 

(e) Receivables. 

{Ohio, May, 1945) 

165. For what reason does an independent auditor revicAV a client’s 
internal control and what two principal questions does he seek to answer 
in undertaking his review? Compare the extent of his review in the 
case of the first examination for a neAv client with that in the case of a 
client whose records he has examined regularly over a period of years. 

{American Institute of Accountants, November, 1944) 

166. Describe, in not over one hundred words each, the meaning of 
"internal control” and "internal audit.” 

{American Institute of Accountants, November, 1940) 

167. Submit a complete audit program for a balance-sheet examination 
of any business with the operations of which you are acquainted, naming 
the business selected. In grading ansAvers to the question recognition 
will be given to the complexity of the business chosen. 

{American Institute of Accountants, November, 1945) 
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168. The principal owners of a corporation, in view of the heavy 
corporate taxes, ask your opinion on the advisability of liquidation and 
continuance by the owners of the stock as a partnership. 

What various considerations enter into this problem, and how would 
you advise your clients ? Discuss fully. 

{Maryland, November, 1941) 

169. On July 31, 1942, a business was converted from a partnership to 
a corporation. You have regularly made the examinations of the 
financial statements of this business as of December 31st of each year, and 
are requested again to examine them for the year 1942. As compared 
with the auditing procedures followed in examinations of prior financial 
statements, state those you would eliminate or add for purposes of the 
latter examination. 

(American Institute of Accountants, November, 191^3) 

170. The A Company is financially involved, and its creditors are 
pressing for a complete liquidation. The management believes that, if 
allowed to continue, the company will work itself out of its present 
difficulty. 

You are engaged to make an investigation, prepare statements, and 
report on the comparative merits of liquidation or continuance of the 
business. What will be your procedure, and what statements will you 
present? Upon what basis will you advise them to liquidate or to 
continue? 

(Maryland, November, 1944) 

171. The auditor cannot make an effective examination of payrolls of a 
mercantile concern today unless he is acquainted with at least the 
principal requirements of certain legislation passed and orders issued 
in recent years relating to social security or terms of compensation. 

(a) List the principal legislation and orders to which you think the 
above statement applies. (Strict legal descriptions need not be used. 
The commonly used descriptive titles will be adequate.) 

(b) State what action you would take should your examination lead 
you to the conclusion that your client has failed to comply with these 
laws and orders. 

(American Institute of Accountants, May, 1943) 

172. A department store requests a survey of its payroll procedure to 
assure an adequate system of internal check. An outline of the present 
payroll procedure is as follows: 

Individual payroll records are kept by Miss Smith, who computes the 
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amounts earned and the deductions for social security, etc. Each pay¬ 
roll period the individual payroll cards are turned over to Mr. Jones as 
soon as they are ready. 

Mr. Jones uses the individual payroll cards as the basis for preparing 
payroll checks made payable to the individual employee. The checks 
are written on a bookkeeping machine, and the carbon list of the checks 
constitutes a payroll register. Jones then totals the entries on the pay¬ 
roll register, determines the amount required to meet the complete pay¬ 
roll, and secures a check from Mr. Adams, treasurer, which is deposited in 
the payroll account. Mr. Jones signs the checks and turns them over to 
Miss Smith for distribution. Miss Smith turns over any checks of 
absentees on payday to Mr. Adams, and these employees must call for 
them personally at the treasurer’s office between the hours of 12 and 
1 p.M. and be identified by Miss Smith. 

The bank statements and canceled checks are sent by the bank directly 
to Mr. Adams. Mr. Adams checks the canceled checks against the 
bank statement and then turns them over to Mr. Jones to be sorted 
numerically. Jones then returns the checks to Adams along with a 
copy of the payroll register, Mr. Adams then prepares a list of outstanding 
checks and reconciles the payroll account by comparing the list total 
with the bank balance. As a final step, Mr. Adams checks the unclaimed 
checks held in his office against the list of outstanding checks to make 
sure these checks are included. 

(a) Point out any defects in this procedure. 

(b) Indicate what changes should be made. 

{Wi^^consirij Novemherj 194-1) 

173. After examining the following report, (a) criticize it fully and (h) 
write a corrected report. 

To the Board of Directors of 
The ABC Corporation: 

We have examined the accounts of the ABC Corporation for the year 
ended March 31, 1946. We have examined and tested the accounts and 
records of the company and reviewed the accounting methods in opera¬ 
tion. We have examined the report submitted by X and Y, chartered 
accountants, who have audited the subsidiary corporation of Toronto, 
Canada. 

The president certified the inventories as being valued at the lower of 
cost or market. We verified inventory summary computations for 
clerical accuracy. Accounts receivable were not confirmed. All liabil¬ 
ities have been included in accordance with the accounting records. The 
accounting principles and practices followed by the company are in 
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accordance with commonly accepted principles and procedures for the 
industry and have been consistently maintained during the year. 

In our opinion, the accompanying consolidated balance-sheet and 
related consolidated statement of profit and loss correctly present the 
financial condition of the corporation at March 31, 1946, and the results 
of operation for the fiscal year then ended. 

{American Institute of Accountants, November, 194b') 

174. To what extent, generally, is an aiidilor responsible for the 
Federal income-tax liability of a crirporation and for such items as tax 
withheld for relief claimed under Section 722 of the Kevenue Code and 
the postwar excess-profits tax credit prior to the receipt of postwar credit 
bonds? 

{Ohio, May, 1940) 

175. Does an auditor who has assumed the responsibilit}" for the filing 
of corporate income-tax returns assume also the responsibility for: 

(a) The filing of timely claims for tax refunds caused by carry-back 
losses? 

(b) The protest of proposed deficiency assessments? 

(c) The preparation of claims under amf)rtization of wur facilities? 

(d) The proper authority for salary and wage increases that need 
approval of the War Labor Board or Salary Stabilization Unit ? 

[Ohio, May, ID 40 ) 
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UNIFORM CERTIFIED PUBLIC ACCOUNTANT 
EXAMINATION—MAY, 1950 

(Prepared by the board of examiners of the American InstitiiLe of Aecouiit- 
ants and adopted by the examining boards of 47 states, the District of 
Columbia, and 4 territories) 

EXAMINATION IN ACCOUNTING PRACTICE—PART I, 

MAY 17, 1960; 1:30 TO 6 P.M. 

(Solve Problems 1 and 2 and either Problem 3 or 

No. 1 (12 points) 

The Lee Roberts Manufacturing Company used i\ .standard cost system 
in accounting for the cost of its single product. Idieir standard was set 
as follows: 

Standard output per month—10,000 units. 

Standard direct labor per unit 8 hours $1.30 per hour. 

Standard direct material per unit: 

Material P—10 pounds @ $.275 per pound. 

Material Q—5 units @ $.04 per unit. 

Total standard cost per unit including oviohejul on a direct labor hour 
basis—$23.55. 

The following operating data were taken from the records for the month 
of March 1950: 

In process first of month—none. 

Completed during month—8,000 units. 

In process end of month—1,000 units, which are one-half complete as 
to labor and have had all of material P issueil ff)r them anrl sufficient 
material Q for one-half of them. 

Direct labor was $88,440 which was at a rate of $1.32 per hour. 
Material issued to production: 

94,000 pounds of T @ $.26 per pound. 

42,600 units of Q @ $.65 per unit. 

Overhead for the month amounted to $61,640. 

You are to prepare a schedule showing the variance of actual cost from 
standard cost and an analysis of variance for labor and material, separat- 
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ing each into the factors which caused them. Show all computations 
supporting your schedule. 

No. 2 (13 points) 

As of December 31, 1948, the X. B. Manufacturing Company, with 
outstanding capital stock of S30,000, had the following assets and 


liabilities: 

C 'ash. 15,000 

Accounts receivable. 10,000 

Raw material inventory. 4,000 

Work-in-process inventory. 2,000 

Finished goods inventory. 6,000 

Prepaid expenses. 500 

Fixed assets (net). 30,000 

Current liabilities. 17,500 


During the year 1949, the surplus account increased 50% as a result of 
the year’s business. No dividends were paid during the year. Balances 
of accounts receivable, prepaid expenses, current liabilities and capital 
stock were the same December 31, 1949, as they had been on December 
31, 1948. Inventories were reduced by exactly 50% except for the 
finished goods inventory which was reduced by one-third. Fixed assets 
(net) were reduced by depreciation of |4,000, charged three-fourths to 
manufacturing expense and one-fourth to general expense. Sales were 
made at 50% above their cost of $40,000. Direct labor cost was $9,000 
and manufacturing expense was applied at a rate of 100% of labor cost, 
leaving $2,000 unapplied which was included in the cost of goods sold. 
Total general expense and selling expense amounted to 15% and 10% 
respectively of the gross sales. 

You are to prepare a Balance-Sheet as of December 31, 1949, and a 
Statement of Profit and Loss for the year 1949 including therein or in a 
separate schedule the details of Cost of Goods Manufactured and Sold. 
Support the formal statements with worksheet or skeleton'’ ledger 
accounts. 

No. 3 (25 points) (Optional with Problem 4) 

The Town of Elm Springs built a town hospital on land previously 
owned by the town. The building was completed on March 1, 1949. 
Since that date the hospital has been under the control of a superintend¬ 
ent. He has rendered monthly reports to the town mayor, but these 
reports have been on a cash basis and have not shown separation of 
amounts by funds. You have been employed by the town government 
to prepare financial statements for the ten months ending December 31, 
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1949, and to do certain other work in connection with setting up an 
accounting system for the hospital operations. The town wants the 
financial statements to be on an accrual basis, to the extent such basis is 
appropriate, and to follow usual fund accounting practices. From the 
information presented below, you are to prepare statements showing 
income and expense and financial position. 

(1) The total contract price of the buildings was 8240,000. The con¬ 
tractor was paid in the following manner: 

(a) Cash of 8120,000 which was a contribution by the federal govern¬ 
ment toward the hospital cost. 

(b) Cash of 825,000 contributed by the county government toward 
the cost. 

(c) Hospital bonds issued by the town to the contractor in the amount 
of $100,000. These bonds are 5% bonds dated 1/1/49, due in ten years, 
interest payable semi-annually. They are general obligation bonds of 
the town but the town wishes to treat them in the hospital fund. 

(2) Equipment was initially obtained as follows: 

(a) Purchased by the town for cash—$35,300. 

(b) Purchased out of cash donations made by citizens for that purpose 
-89,800. 

(c) Donated equipment which had an estimated value of—811,000. 

(3) The statement of cash receipts and disbursements, exclusive of 
items described above, for the ten months was as follows: 


Received from patients: 

Rooms and meals. $105,314 

Fees. 0,170 

Out-pati ents. 4,201 

Miscellaneous income from meals, etc. 515 

Received from estate of James Johnson, M.D. 25,000 

Miscellaneous donations. 10,410 

Received from Beulah Jenkins. 32,500 

Donations from churches. 1,850 

Received from county for county charity patients—room anil meals. 940 

Income from rents. 2,000 

Income from bonds. 2,125 

Total cash received. $191,025 


Payroll and taxes thereon paid. 96,200 

Stores and supplies purchased . 34,180 

Equipment purchased . 27,250 

Expense of operating rented property . 700 

Miscellaneous expenses (including bond interest of $2,500). ^>170 

Total cash disbursed.. $162,500 

Balance of cash 12/31/49. ^ 
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(4) Investigation revealed the following additional information; 

(a) Patients’ accounts on the books as of December 31, 1949, amount 
to S9,403 distributed as follows: For room and meals—S7,310; for labora¬ 
tory and other fees—$1,095; for out-patients—$998. It is estimated that 
$500 of these accounts will never be collected. 

(b) As of December 31, 1949 accrued unpaid wages, etc., amounted to 
$5,234; unpaid supply invoices amounted to $6,810 and accrued utilities 
amounted to $174. The analysis of miscellaneous expenses shows that 
there is $330 of prepaid insurance. Kitchen and other supplies on hand 
amounted to $1,760 at cost. 

(c) It has been decided to charge current income with depreciation on 
general hospital property at the following annual rates based on the year- 
end balance of the asset accounts: 

Buildings—2% 

Equipment—10% and 20% 

All equipment will take the 10% rate except for $18,500 of minor items 
of equipment, which will be depreciated at the 20% rate. Depreciation 
is to be computed for a full year. The reserve is not to be funded. 

(d) The following facts were determined in respect to the donations: 

(1) The donation from the estate of James Johnson, M.D., was 
received July 1, 1949. It consisted of two houses and $25,000 in cash. 
The terms of the bequest provided that the cash is to be invested and 
that the income therefrom and from the houses is to be used for the 
purchase of surgical equipment. The houses had a market value of 
approximately $30,000 of which amount $5,000 was for the land. The 
estimated life of the properties from date of the gift was 25 years. The 
houses were rented and in addition to the $2,000 of rent received there 
was $150 receivable as of December 31, 1949. All expenses on the houses 
for the year have been paid and are included in the disbursements. No 
purchase of surgical equipment has been approved. 

(2) The miscellaneous donations were made for general purposes of 
the operation of the hospital. 

(3) The Beulah Jenkins donation received June 1, 1949, consisted of 
cash and of $50,000 face value of X Corporation 4^4:% bonds. Interest 
dates are June 1 and December 1. The provisions of the gift were: 
“The amounts are to be invested by said trustees in accordance with 
applicable law governing trust investments and the income derived there¬ 
from is to be used to defray or help to defray the necessary hospitalization 
of such indigent Avomen as the trustees shall designate upon application 
by their physician.’’ The trustees were designated in the document. 
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These trustees have accepted but have never met or transacted any 
business. 

(4) The donations from churches are to apply toward purchase of an 
‘'iron lung.'' No order has yet been placed for such equipment. 

No. 4 (25 points) (Optional with Problem 3) 

The Capital Company finds that it is unable to pay a year-end cash 
dividend without borrowing. However, its profits for the year 1949, 
shown by its books as {$83,485, were the largest in its history of operations. 
Some of the directors are puzzled as to the reason for the small cash 
balance and weak current position. The accounts have not been audited, 
but the company management engages you to assist them in preparing 
an explanation of the situation for the directors. As a part of your 
engagement you are to prepare a formal statement showing source and 
application of funds, accepting their profit figure of $83,485 as a starting 
point. 

Prepare a suitable statement showing source and application of funds. 

The following information is available: 

Trial Balances 

Posi-ClDsing Pri'-Closiiip; 

12/31/48 12/31/41) 


Account 

Debit 

Credit 

Debit 

Credit 

Cash. 

$ 25,000 



$ 5,000 


Accounts receivable. 

18,000 



20,000 


Reserve for loss on accounts. 


$ L 

,500 


$ 1,800 

Installment notes receivable. 




25,000 


Inventory of materials. 

30,000 



22,000 


Inventory of finished goods. 

19,000 



13,000 


Inventory of supplies. 

2,000 



2,500 


Investment in S. Co. (50% of stock). 

42,500 



47,275 


Land used in business. 

10,000 



25,000 


Land not used in business. 

20,000 





Buildings. 

90,000 



90,000 


Reserve for depreciation of buildings. 


60 

,000 


36,100 

Machinery. 

170,000 



191,000 


Reserve for depreciation of machinery. . 


80 

,000 


72,050 

Goodwill and patents. 

14,000 



17,000 


Bond discount unamortized. 

3,000 



2,160 


Prepaid insurance. 

1,000 



1,500 


Accounts payable. 


48; 

,000 


47,500 

Notes payable. 


10 

,000 


15,000 

Accrued liabilities. 


15; 

,000 


18,000 

Bonds payable—4%. 


50 

,000 


40,000 

Reserve for future inventory price declines. . 


10, 

000 


2,000 

Reserve for contingencies. 


10 

,000 


5,000 

Reserve for preferred stock retirement. 


15 

,000 


5,000 
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Post-CloBing Pre-Closing 

12/31/4B 12/31/49 


Account 

Debit Credit Debit 

Credit 

Preferred stock—6%, $100 par 

$ 25,000 

S 25,000 

Common stock—$100 par 

100,000 

100,000 

Treasury stock—common—100 shares 

$ 10,000 


Surplus 

20,000 

20,600 

Sales (net) 


188.000 

Cost of goods manufactured and sold 

142,000 


Selling and general expense 

28,075 


Bond mterest and discount 

2,040 


Federal income-tax expense 

5,600 


Loss on disposal of assets 

3,000 


Gain m value of assets 


25,000 

Reduction of depreciation reserve 


45,000 

Dividends and profits of S Co 


6,900 

Miscellaneous mcome and expense 

700 



M44 500 $444,500 $652,850 $652, B50 


Explanations of changes in certain of the accounts have been obtained. 
They show: 

1. Provision for loss on accounts was one-half of one per cent of net 
sales which was charged to selling expense and credited to the reserve 
Recoveries amounted to $500 which were netted against the expense. 

2. Investment in S. Co. has been debited with 50% of the profit of S. 
Co. and credited with a cash dividend of $2,125 received. The contra 
entries have been to Dividends and profits of S. Co. and to cash. 

3. An appraisal was made of fixed assets as of January 1, 1949. It was 


as follows: 

Undepreciated 

Value 

Depreciation Net Value 

Ijand used in business 

$ 25,000 


S 25,000 

Land not used in business 

30,000 


30,000 

Buildings 

140,000 

$ 85,000 

55,000 

Machinery and equipment 

210,000 

100,000 

110,000 

Total 

$405,000 

$185,000 

S220,000 

This appraisal was recorded by the follD^^Jng entry 

Land used in business 

Land not used in business 

Reserve for depreciation of buildings 

Reserve for depreciation of machmery 

Gain in value of assets 

$ 15,000 
10,000 
25,000 
20,000 

$ 25,000 

Reduction of depreciation reserve 



45,000 


The land not used in the business was subsequently sold for $27,000 
payable $2,000 in cash and the remainder in notes due in equal annual 
payments over a five-year period starting 7/1/50. The $3,000 difference 
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between the sale price and the $30,000 undepreciated value was debited 
to loss on disposal of assets. Depreciation, computed on an acceptable 
basis, was charged to expense of the year in the amount of $13,150. 
Purchase of new machinery in the amount of $21,000 was made for cash. 

4. The company charged $5,000 of research and patent expenditures 
to the goodwill and patents account and amortized against manufacturing 
cost, the amount of $2,000 of the previous balance. 

5. The company wrote off to bond interest and discount, one-fifth of 
the bond discount upon retirement of $10,000 of the bonds at 94 on July 
1, 1949. The regular amortization and the result of the bond retirement, 
including profit, have been included in bond interest expense. 

6. The company had $9,000 liability for income taxes included in the 
accrued liabilities as of 12/31/48. However, only $4,000 was paid; there¬ 
fore the $5,000 was credited to surplus and current expense charged with 
the estimated expense for 1949. 

7. Because of price declines during the year, $8,000 of the reserve for 
future inventory price declines was utilized by a credit to cost of goods 
sold. 

8. During the year the company paid a $5,000 award rendered against 
them in a suit. The charge was to a reserve for contingencies which had 
been created in 1948 because of this and other pending suits. 

9. During the year the company purchased 100 shares of its o\mi pre¬ 
ferred stock for $11,000. It charged $10,000 to the prefcrretl stock 
retirement reserve and $1,000 to surplus. It has charged surplus with 
$1,500 of preferred dividends paid and credited miscellaneous income 
with the $300 which it kept because it owned 100 shares of the stock. 

10. During the year the company reacquired 100 shares of its own 
common stock for $12,000. It charged the $2,000 excess over par to 
surplus. 

EXAMINATION IN THEORY OF ACCOUNTS, 

MAY IB, 19B0; 9 A.M. TO 12:30 P.M. 

(This paper is intended to test the extent of your knoAvledge of accounting 
theory and your ability to apply the knowledge you have acquired. Due 
weight will be given to the arguments presented to support your answers, 
even though the examiners may not agree with your conclusions.) 

Group I 

{Answer all questions in this group) 

No. 1 (10 points) 

State and explain fully the theory under which certain prepaid expenses 
may be classified as current assets. 
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No. 2 (15 points) 

a. Revenue is usually recorded in accounts only upon completion of a 
sale. Explain fully why businesses do not usually take up revenue as the 
various productive functions, such as “Obtaining Orders,“ “Purchasing 
Material,” and “Fabricating a Product,” are performed. 

b. State the objections to the foregoing general rule as to the taking 
up of revenue, state the results of the rule, and give the principal excep¬ 
tions to the rule. 

No. 3 (10 points) 

a. Explain the term “Quasi-Reorganization” and state its particular 
significance in corporate accounting. 

b. Discuss fully the accounting problems that arise when a corporation 
eliminates an earned deficit from its books by charges to paid-in capital, 
without going through a formal court procedure. 

No. 4 (15 points) 

Two of the methods sometimes used for valuing inventory are known as 
the Base Stock method and as the Last-In-First-Out method. You are 
to describe the two methods sufficiently to distinguish between them and 
you are to discuss briefly the assumptions on which they rest. 

Group II 

(Answer any four of the questions in this group. No credit will be given 
for additional answers, and if more are submitted, only the first four 
answers will be considered.) 

No. 5 ( 123 ^ points) 

Explain the term “break-even point,” and explain the method followed 
in determining the “break-even point” for a business. 

No. 6 ( 123 ^ points) 

You have a client who has just constructed an office building which he 
expects to operate as a rental building. Assuming adequate maintenance 
and repairs, the estimated life of the building is 50 years. Your client 
objects to the use of straight-line depreciation because he says his main¬ 
tenance and repair costs are lowest in the early years and his rental 
income will be largest during the same period, whereas in the late period 
of the building^s life the maintenance and repair costs will increase and 
rents decrease, 
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You are to explain fully two depreciation methods which might possibly 
avoid his objections to the usual depreciation method. State specifically 
how the methods might overcome the client^s objections and give any limi¬ 
tations you see as to their use. Do not consider income-tax limitations. 

No. 7 (12K points) 

In connection with the analysis of financial and operating statements, 
the statements are sometimes converted entirely to percentages. Give 
the advantages of such percentage statements for analysis purposes and 
discuss the limitations of these statements. 

No. 8 points) 

You have a client who operates a large retail self-service grocery store 
which has a full range of departments. The management has encoun¬ 
tered difficulty in using accounting data as a basis for decisions as to 
possible changes in departments operated, products, marketing methods, 
etc. List several overhead costs, or costs not applicable to a particular 
department and explain how the existence of such costs (sometimes called 
common-costs or joint-costs) complicate and limit the use of accounting 
data in making decisions in such a store. 

No. 9 (12J^ points) 

A balance-sheet prepared for a stock broker may include columns show¬ 
ing the value of securities based on current market quotations. Explain 
the significance of these columns and state the reason for their inclusion 
in the balance-sheet. 

No. 10 ( 123 ^ points) 

The M Company buys the land, building and machinery of the L 
Company for a total price of 130,000. The building and machinery are 
in bad condition. It is expected that the building will be torn down and 
replaced within a year and that before the machinery is used an expendi¬ 
ture of $10,000 will be necessary, after which it will be worth $25,000. 
The books of L Company show the land to have cost $2,000, the building 
to have cost $16,000 and to have an 80% depreciation credit, and the 
machinery to have cost $60,000 against which there was a $35,000 depreci¬ 
ation credit. 

a. How should the purchase price be recorded in the accounts of the M 
Company? Give reasons for your answer. 

b. How should the $10,000 cost of repairing the machinery be recorded 
in the accounts? Give the justification for your answer. 
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EXAMINATION IN ACCOUNTING PRACTICE—PART H, 

MAY IB, 1960; 1:30 TO 6 P.M. 

{Solve all problems) 

No. 1 (10 points) 

The following information relates to Federal income taxes. Either use 
the answer sheet provided herewith or list the identifying letters and 
numbers in a column and opposite each number give the letter which 
identifies the correct answer. No reason need be given to support your 
answer. Your grade will be based on the number of correct answers. 

a. In preparirg a federal income-tax return, the following items are 
deductible in the year paid by the taxpayer: 

1. The total cost in the year acquired by a practicing CPA, of general 
accounting text and reference books purchased, having an estimated use¬ 
ful life of ten years, (a) True, (b) False. 

2. Dues paid by a CPA to the American Accounting Association and 
the National Association of Cost Accountants, (a) True, (b) False. 

3. Attorney's fees incurred in defending an action of tort by a customer 
to recover for personal injuries caused by a fall in the defendant’s place of 
business, (a) True, (b) False. 

4. Accountant’s fees for services connected with litigation of income 
taxes of prior years which was decided against taxpayer, (a) True, (b) 
False. 

5. Fifty-dollar fine for traffic violation which occurred when taxpayer 
was on a business trip, (a) True, (b) False. 

6. Cost incurred by a business in training new employees, (a) True, 

(b) False. 

b. In preparing federal income-tax returns for 1949, the four items 
described below should be treated in which of the following ways: 

(a) As a short-term capital loss. 

(b) As an ordinary loss. 

(c) As a long-term capital loss. 

(d) As a loss not deductible for tax purposes. 

(e) In some other Avay. 

The following items are not in any way related: 

1. A non-business loan made by Jones in 1947, Avhich became worthless 
in 1949. 

2. Payne’s investment in 10 shares of the stock of X Corporation which 
he purchased on June 1, 1949, and which became worthless prior to 
December 31, 1949. 
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3. The investment of P, a domestic corporation, in the capital stock of 
its wholly-owned subsidiary, 0 Corporation, which became worthless in 
1949. O Corporation derived its income from manufacturing activities 
and its stock was acquired by P in 1944. 

4. A bond of Y Corporation with interest coupons attached purchased 
by Smith in 1946 for investment which became worthless in 1949. 

c. In order to give officers and employees added incentive, the Bluffton 
Meat Smoke Company adopted a program of issuing five-year stock 
options to key men. On December 24, 1949, Allen Numbers, Treasurer 
of the Company, received a five-year option to purchase 1,000 shares of 
the company's treasury stock at $25 per share. The stock was then 
quoted at $26 per share on the Wells County Exchange. 

During 1949, Numbers paid interest in the amount of $1,200 to the 
Wabash Valley Bank on the mortgage on his residence and also paid the 
bank interest of $175 on monies he had borrowed to purchase bonds of 
the City of Bluffton as an investment. 

On December 30, 1949, in order to meet part of the principal payments 
on these obligations. Numbers surrendered a paid-up policy of insurance 
on his life for the cash surrender value of $4,000. Numbers had pur¬ 
chased this policy in 1940 for a single premium of $3,500. 

In preparing his federal income-tax return for 1949, 

1. Numbers may deduct interest in the amount of (a) $1,375, (b) 
$1,200, (c) $175, (d) 0. 

2. Numbers must include in gross income, in respect of the insurance 
policy cash surrender value received, the amount of (a) $4,000, (b) $500 
ordinary income, (c) $500 long-term capital gain, (d) 0. 

d. In addition to its other properties the Main Street Building Corpora¬ 
tion owned three unimproved lots. Each lot had been purchased in 1933 
for $2,000 and each had a fair market value on January 1, 1949, of $10,000. 
On that day the corporation declared and paid as a dividend one lot to 
each of its three common stockholders, each of which held a third of the 
stock. None of the stockholders were dealers in real estate. On July 10, 
1949, common stockholder A sold his lot to X, a dealer in real estate, for 
$11,000. On December 1, 1949, both stockholder B and stockholder C 
sold their lots to X for $9,000 apiece. 

1. On transfer of the lots as dividends the Main Street Building 
Corporation realized taxable income in the amount of (a) $30,000, (b) 
$24,000 ordinary income, (c) $24,000 long-term capital gain, (d) 0. 

2. Each stockholder received a taxable dividend of (a) $10,000, (b) 
$8,000, (c) $2,000, (d) 0. 
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3. From the sale of his lot to X, A realized taxable income of (a) 
JlljOOO, (b) $9,000, (c) $1,000 ordinary income, (d) $1,000 long-term 
capital gain, (e) 0. 

4. From the sale of their lots to X, B and C each realized taxable 
income of (a) $9,000, (b) $7,000, (c) $1,000 ordinary loss, (d) $1,000 long¬ 
term capital loss, (e) 0. 

e. On January 1, 1931, The Breakwater Corporation took out a policy 
of insurance on the life of its president, J. B. Farmer. The policy was on 
a life-paid-up-at-age G5 basis and the insurance will be paid up on January 
1, 1955, when Farmer becomes eligible for retirement under the corpora¬ 
tion’s retirement program. The face amount of the policy is $100,000 and 
the annual premiums are $3,000. On December 31, 1948, the cash sur¬ 
render value of the policy was $50,000 and on December 31, 1949, that 
value was $52,000, in each case before payment of premium due the 
following January 1. 

1. In respect of the $3,000 premium paid by the corporation on January 
1, 1949, it may deduct in preparing its 1949 federal income-tax return the 
amount of (a) $3,000, (b) $2,000, (c) $1,000, (d) 0. 

2. The increase in cash surrender value of the policy during 1949 
resulted in taxable income to the corporation in the amount of (a) $2,000, 
(b) 0, (c) $1,000 ordinary loss. 

3. If the corporation had surrendered the policy on December 31, 1949, 
it would have had a deductible loss in the amount of (a) $5,000 ordinary 
loss, (b) $5,000 long-term capital loss, (c) 0. 

4. If J. B. Farmer had died on December 31, 1949, the corporation 
would have received the face amount of $100,000 and would have had 
taxable income in the amount of (a) $43,000 ordinary income, (b) $43,000 
long-term capital gain, (c) $48,000 ordinary income, (d) $48,000 long-term 
capital gain, (e) 0, 

No. 2 (10 points) 

The Speculative Realty Company was organized and started operations 
in January, 1949. It is engaged in acquiring unimproved land and 
dividing it into lots for sale as home sites. Realizing that the project is 
speculative, the company decided to take up gross profits on sale of lots 
(after deducting any commissions payable to salesmen) in the proportion 
that cash collected each year bears to the sales price. The transactions 
for 1949 were as follows: 

(a) They purchased 120 acres of land for subdivision at a cost of 
$48,000 payable in cash and divided the land into lots of 100 ft. width and 
120 ft. depth, obtaining a total of 310 lots. The remaining area was 
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devoted to streets and other general purposes. The lots were priced 
according to location as follows: The A lots were listed to sell for $1,500 
each, B lots for $1,000 each and C lots for $800 each. There were 80 A 
lots, 100 B lots and the remainder were C lots. 

(b) Costs and expenses incurred in 1949 were as follows: 


Legal fees for purchasing land, surveying fees, etc. $ 0,000 

Grading contract. 22,500 

Water and sewerage system contract. 18,490 

Paving contract. 20,630 

Building model home which is to be offered for sale and expected to yield a 

profit. 13,500 

Advertising and publicity. 7,300 

General office expense of which one-fourth is considered applicable to the 

period after development of the lots has been completed. 23,600 

Sales manager’s salary. t) ^ 000 

Sales commissions. 2,210 


(c) Sales during 1949 were as follows all at the prices listed above: 

A lots—26; B lots—32; C lots--12 

All lots were sold with a one-quarter down payment except six of the A 
lots which were collected for in full. The notes taken were payable in 
three installments starting one year from date of sale. Ignore interest 
on the notes. 

Prepare a statement, supported by all necessary computations pre¬ 
sented in good form, showing the net profit of the company for the year 
1949. 

No. 3 (30 points) 

You have been engaged to audit the Thomas Trading Company as of 
December 31, 1949. A summary of the general ledger accounts is pre¬ 
sented below. Based on the transactions as stated and the supple¬ 
mentary information, you are to prepare working papers which show in 
detail “Ledger Balance 12/31/49,’' “Audit Adjustments,” “Profit and 
Loss for Year,” and “Balance-Sheet 12/31/49.” Columns for “Surplus 
Changes” may be included or entries to “Surplus” may be shown in the 
other columns provided such entries arc clearly identified as applicable to 
“Surplus.” 

Key all audit adjustments and in journal form present the adjusting 
entry together with a brief explanation of the purpose of or reason for the 
entry. A worksheet for Balance-Sheet accounts and a separate work¬ 
sheet for Profit and Loss accounts may be prepared. There are no post¬ 
ing errors or mathematical errors in the trial balances or in the trans¬ 
actions for the year. 
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Aocount 

Cash 


AoDOUntB /eoeivablB 


Inventory 
U.S. tax notefl 
Marketable BeDuritiea 
Life insuranoe—company 
president 

Investment in B Co. 

(M) % owned) 

Land 

Buildings 

Accumulated depreciation— 
buildings 
Machinery 

Accumulated depreciation— 
machinery 
Goodwill 

Unainortized bond discount 
Prepaid expenses 
Accounts payable 
Reserve for 1948 and 1049 
income taxes 

lleserve for possible inven¬ 
tory price declines 
Bonds payable 
Reserve for losses 


Reserve for bad accounts 
Common stock 

Surplus 

Treasury stock 
Bales 

Purchases 


Expenses 

Depreciation expense 

Bad debt expense 
RecDverieB of accounts 

charged off in prior years 
Dividend and interest income 


Ledger Balances 
12/31/4B 
Debit Credit 
9 8.000 


17,000 


20,000 

3,000 

7,000 


10,000 
200,000 


I 50,000 

100,000 


50,000 


3,000 

1,000 

12,000 

15,000 


5.000 

100,000 

10,000 


2,000 

30,000 

05,000 


Ledger Balances 

Summary of Transactiona 12/31/49 



Debit 

Credit 

Debit 

Credit 

(b)9 

181,000 (c) 9 

152,000 



(k) 

205,000 (e) 

31,000 



(j) 

40,000 (f) 

42,000 



(1) 

4,000 (h) 

102,000 



(r) 

10,000 (i) 

5,000 




(k) 

7,000 




(m) 

9,000 




(n) 

10,000 




(t) 

30,000 




(w) 

3,000 

9 57,000 


(a) 

100,000 (b) 

180,000 



(i) 

5,000 




(t) 

16,000 


47,000 


(u) 

30,000 


50,000 


(f) 

2,000 


2,000 


(f) 

10,000 


13,000 


(e) 

1,000 


8,000 


(f) 

30,000 


30,000 





10,000 

200,000 



(o) 

4,000 


9 54,000 

(n) 

10,000 


110,000 



(o) 

11,000 


61,000 

(t) 

14,000 (u) 

14,000 



(h) 

2,000 (g) 

5,000 



(d) 

2,000 


3,000 


(c) 

12,000 (p) 

20,000 


20,000 

(m) 

9,000 




(z) 

3,800 



2,200 


(v) 

5,000 


10,000 

(h) 

100.000 (g) 

200,000 


200,000 

(u) 

14,000 (v) 

15,000 



(w) 

3.000 (y) 

5,500 




(z) 

3, BOO 


17,300 


(h) 

475 


2,475 


(i) 

10,000 




(x) 

4,000 


44,000 

(x) 

4,000 (i) 

30,000 


121,000 

(k) 

7,000 (1) 

4,000 



(X) 

100 


3,100 



(a) 

190.000 


100,000 

(c) 

140,000 (q) 

30,000 



(p) 

20,000 




(v) 

5,000 




(t) 

1,000 


136,000 


(e) 

24,000 (d) 

2,000 



(V) 

15,000 


37,000 


(y) 

5,500 




(o) 

15,000 


20,500 


(b) 

475 


475 



(b) 

1,000 


1,000 


(r) 

10,000 




(x) 

100 


10,100 

(e) _ 

6,000 


6,000 



Interest on bonds 


9359,000 9359,000 


* 1 , 135,875 


* 1 , 135,875 9733,075 * 733,075 
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(a,) 


Summary of Transactions Recorded 
Accounts receivable 
Bales 

Sales on account. 


during the Year 
J lt)0,000 

S190,000 


(b) Cash 

Accounts receivable 

Recoveries of accounts charged off in prior years 
Cash collections from accounts 

(c) Purchases 
Accounts payable 

Cash 

Purchases for the year and payment of the opening bal¬ 
ance of accounts payable 

(d) Prepaid expenses 

Expenses 

Net change in prepaid expenses during the year 

(e) Expenses 
Interest on bonds 

Life insurance—company president 
Cash 

Disbursement for operating expenses, bond interest 
(including interest deposited with trustee) and life 
insurance premium 

(f) Investment m B Co 
U S tax notes 
Marketable securitus 

Cash 

Disbursement on January 1, I‘)49 for stock of B Com¬ 
pany, tax notes and marketable securities 

(g) Cash 

Bonds payable 
Unamortized bond disiount 

Issuance for cash on January 1, 1949 of ff200,000 of 3'"r 
20-year bonds at $102 50 

(h) Bonds payable 
Unamortized bond disroiint 

Cash 

Redemption at $102 on January 1, 1949 of the outstand¬ 
ing issue of 5% bonds ^vhlch were due January 1, 1954 

(i) Accounts receivable 

Cash 

Cash advance to the company presidi nt 

(]) Cash 

Common stock 
Surplus 

Issue for cash on June 30, 1949 of 10,000 shares of no- 
par common stock at $4 per share (See comment 
under "Additional Information, Item 3 ") 

(k) Treasury stock 
Cash 

Purchase on July 31, 1949 of 2,000 shares of the com¬ 
pany's own common stock at $3.50 per share 


181,000 

180,000 

1,000 

140,000 

12,000 

152,000 


2,000 

2,000 

24 000 
b 000 
1 ,000 

31,000 


30 000 
2 000 
10,000 

42,000 


205,000 

200,000 

5,000 


100,000 

2,000 

102,000 


5 000 

5,000 

10,000 

10,000 

30,000 


7,000 

7,000 
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(1) Cash. ^ 4,000 

Treasury stock. $ 4,000 

Sale at $4 per share on August 31, 1949 of 1,000 shares 
of the stock reacquired on July 31, 1949. (See Item K 
above.) 

(m) Reserve for 1948 income taxes. 9,000 

Cash. 9,000 

Payment of 1948 income taxes in full. 

(n) Machinery. 10,000 

Cash. 10,000 

Payment for machinery purchased on January 2, 1949 
together with $200 freight and $800 installation cost. 

(o) Depreciation expense. 15,000 

Accumulated depreciation—building. 4,000 

Accumulated depreciation—machinery. 11,000 

Depreciation expense for the year at the rate of 10 % on 
machinery and 2% on buildings. 

(p) Purchases. 20,000 

Accounts pfiyable. 20,000 

Set up tlie unrecorded purchases and accounts payable 
at December 31, 1949. 

(q) Inventory. 30,000 

Purchasi‘s. 30,000 

To afljust tlu‘ invt'ntory balance as of December 31, 

1948 to the correct balance as of December 31, 1949. 

(r) Cash. 10,000 

Dividend and interest income. 10,000 

Intcri'st and dividend collected. The dividend of 
$9,000 was from B Company. It was declared on 
January 10, 1949. The surplus accounts of B Company 
decreased $10,000 during the year 1949. 

(s) Bad debt expense. 475 

Reserve for bad accounts. 475 

Provision for estinuited loss on accounts receivable. 

The company bases its provision on 3^^ of 1 % of sales 
under the tlieory that the net uncollectible receivables 
([■harge-olTs less recoveries) arising in each year will 
approximate that amount. 

(t) Accounts receivable. 15,000 

Purchases. 1,000 

Goodwill. 14,000 

Cash. 30,000 

On July 1, 1949 the company purchased the inventory 
and receivables of the Cole 8ales Co. at a cost of 
$30,000. The purchase \vas made primarily to obtain 
an exclusive agency having seven years of remaining 
life. The inventory obtained in the purchase was 
valued at $1,000 and the receivables, all of which were 
collectible, amounted to $15,000. (Also see the follow¬ 
ing item.) 
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(u) Reserve for losses | 

Goodwill 

The $14,000 set up as goodwill as a result of the pur- 
ehase of the business of the Cole Sales Co as written 
oif to reserve for losses ‘‘in order to avoid showing good¬ 
will on the balanee-sheet ” 

(v) Expenses 
Purchases 

Reserve for possible inventory price detlines 
Reserve for losses 

The directors decided that, m view of the general busi¬ 
ness uncertainty, the reserve for losses and the reserve 
for possible inventory price decline should be iiu reased 
These provisions were charged to expense of the year, 
the inventory provision being charged to purchases and 
the loss provision to expenses 
(w) Reserve for losses 
Cash 

Payment to B Walter, an employee, in settlement of his 
claim for personal injury as a result of an accident on 
Man h 2, 1 94^1 The charge was to resei ve for losses 

(x) Surplus 
Treasury stock 

Common stock 

Dividend and interest income 

A stock dividend of lO*/, was declared and paid on 
September 1, 1949 The stock was credited to capital 
stock account at JlJl per share 

(y) Depreciation expense 

Reserve for losses 

The board of directors approved the following aition 
applicable to 1949 accounts “In view of the 50'X rise in 
machinery prices over average prir cs at whn h the com¬ 
pany acquired its machinery now in use, it is suggested 
that depreciation on machinery should be increased 
50%, with the credit made to reserve for losses rather 
than to the depreciation reserve in order to keep the 
latter account on a cost basis " 

(z) Reserve for 1948 and 1949 income taxes 

Reserve for losses 

The reserve for income taxes was debited $3,800 with a 
corresponding credit to reserve for losses in order to 
reduce the reserve for income taxes down to the esti¬ 
mated liability as of the close of 1949 (The amount of 
$2,200 liability may be assumed to be the correct 
liability for the purpose of this solution even though 
you may adjust net profit ) 


14,000 

$ 14 000 


15,000 
5 000 

5 000 
15,000 


3,000 

3,000 


4,000 

100 

4,000 

100 


5,500 

5,500 


3,800 

3 800 


Additional information was developed during the course of your audit 
(which is the first audit that the company has ever had) as follows: 
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(1) The cash surrender value of life insurance was $2,000 on December 
31, 1948 and $2,500 on December 31, 1949. 

(2) On December 31, 1949, the **bid’^ price of the bonds included under 
marketable securities was $13,500 and the ''ask” price was $14,000. 

(3) Common stock has no par value. The original issue of 30,000 
shares was at $2 per share. The company set up each share at $1 per 
share in the stock account in order to have the account show the number 
of shapes outstanding. The board of directors approved this practice. 

(4) The analysis of surplus shows the following summary of trans¬ 
actions since inception of the company; 

Amount received from issuance of 30,000 shares of common stock at S2 per 


share above the amount credited to the capital stock account $ 30,000 

Net operating profits 90,000 

Total . $120,000 

Dividends paid 25,000 

Balance December 31, 1948 $ 95,000 


EXAMINATION IN COMMERCIAL LAW, 

MAY 19, 1960; 9 A.M. TO 12:30 P.M. 

(The purpose of these questions is to test the candidate’s knowledge of 
textbook treatment of problems inherent in business transactions and 
the audit thereof. Except for objective type questions, credit will not be 
given for an answer unaccompanied by a statement of leasons. Answers 
to questions involving negotiable instruments, paitneiships and sales 
should be based on the provisions of the pertinent uniform laws.) 

Group 1 

[Answer all questions in this grouj)) 

No. 1 (10 points) 

a Which of the following circumstances make a contract void and 
which make a contract voidable? 

(1) Mutual mistake of fact. 

(2) Undue influence. 

(3) Duress. 

(4) Fraud in the inception or procurement. 

(5) Fraud in consideration or inducement. 

(b) State five ways in which a contract may be discharged. 

No. 2 (10 points) 

a. When is a person deemed an endorser of a negotiable instrument? 

b. Name four essential requirements that are necessary for a person to 
become a "holder in due course” of a negotiable instrument. 
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c. Name at least five warranties that are implied to all subsequent 
‘‘holders in due course by one who endorses a negotiable instrument 
without qualification. 

No. 3 (10 points) 

a. Explain the term “marshalling of assets” when applied to insolvent 
partners and their partnership. 

b. What is the liability of a member of a partnership whose status is 
that of: 

(1) Outgoing partner? (2) Incoming partner? 

(3) Secret partner? (4) Limited partner? 

No. 4 (10 points) 

a. How does the Statute of Frauds affect sales of personal property? 

b. Name three circumstances which will take a sale of personal prop¬ 
erty out of the requirements of the Statute of Frauds. 

c. In an auction sale: 

(1) When is the sale complete? 

(2) For purposes of complying with the Statute of Frauds, does an 
auctioneer represent the buyer or the seller? 

(3) What satisfies the Statute of Frauds in an auction sale? 

No. 5 (10 points) 

a. What is a contract of suretyship? 

b. Explain briefly and illustrate each of the following rights of a surety: 
(1) To exoneration. (2) To contribution. (3) To indemnity. (4) To 

subrogation. 

Group II 

(Answer any five questions in this group. No credit will be given for 
additional answers and, if more are submitted, only the first five answers 
will be considered.) 

No. 6 (10 points) 

A issued promissory notes containing the following clauses to various 
payees. Indicate which clauses would, and which would not, impair 
negotiability by stating whether negotiable or non-negotiable. Give the 
reason for your answer. 

1. “On or before June 1, 1949, I promise to pay to the order of X.” 
(Signed A) 

2. “I promise to pay $100 from the funds I shall receive from the sale 
of my Buick automobile.” (Signed A) 
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3. promise to pay to cash or order.” (Signed A) 

4. “The face value of this note, at the election of the maker, is payable 
in government bonds having a value equal to the face hereof.” (Signed 

A) 

5. “I owe John Doe SlOO.” (Signed A) 

6 . “I promise to pay to Richard Roe the sum of J500.” (Signed A) 
No. 7 (10 points) 

A sold to B, a furniture dealer, three living room suites for $1,500. 
Under the contract, title to the goods was retained by A until full payment 
had been made by B. The contract also provided that in event of 
default in payment by B, A could repossess the goods. B sold two of the 
suites to X and Y who were innocent buyers in the regular course of 
business. X and Y paid B cash for their purchases. The third suite is 
still in B^s store. B is now in default of his contract with A. Answer 
“yes” or “no” as to each of the following questions and give your 
reasons: 

a. May A repossess the two suites sold by B to X and Y? 

b. May A repossess the third suite from B? 

c. Does A have a lien on the money received by B from the sale of the 
two suites to X and Y? 

No. 8 (10 points) 

a. A was duly appointed as manager of P’s department store. P told 
A not to hire clerks as he (P) preferred to choose all employees. It was 
the usual practice for persons in A’s position to hire clerks. In violation 
of this restriction, A hired T as a clerk at a salary of $200 per month. T 
assumed that A had the authority to hire him. T worked one month in 
P’s store but P refused to pay his salary. 

(1) Is P responsible to T for A’s action? 

(2) Assume P is responsible to T. Has P any action against A? 

b. Assume P had instructed A to take a lease for P’s benefit on a vacant 
building next door. A took the lease in his own name intending to open 
a store for his own. Should P or A have the benefit of the lease? 

No. 9 (10 points) 

a. You are setting up the accounts for B who is operating a retail 
business. lie is desirous of having all true liabilities shown. He recently 
received a discharge in bankruptcy but the following proved claims were 
unpaid, because of lack of funds. Which of them, if any, would you con¬ 
sider to be claims against his new estate? 
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(1) Claims of S900 each by X and Y for wages earned within the three 
months immediately prior to bankruptcy. 

(2) A judgment of 13,000 against B by C for breach of contract. 

(3) Sales taxes of 1,800. 

(4) Liability for breach of a long-term lease, to the extent of one year’s 
rent—82,500. 

(5) A judgment of 84,000 for injuries received because of JVs negligent 
operation of an automobile. 

b. B was insolvent and C, a creditor, obtained a judgment against 
him for 81,500 which gave C a lien on B’s real property. Two months 
later B, still insolvent, paid to A an 8800 account in full. Three months 
after the latter act, B was forced into bankrujitcy. 

(1) Will C’s lien be better than an ordinary unsecured claim? 

(2) Under what conditions, if any, will A be obligated to return the 
8800 he received? 

No. 10 (10 points) 

A firm consisted of X, Y and Z. Partner X issued a private deal of his 
own, a note signed by him in the firm name, which the payee then 
endorsed and sold before maturity to C, who supposed it to have been 
issued in connection with partnership business. 

a. C sued the partnership. Can he recover judgment? Give reasons. 

b. Can C elect to sue only Y and obtain judgment if it appears that the 
firm assets are insufficient to meet the note? Explain. 

c. If Y pays the note, can he then obtain judgment from Z for one-half 
of the amount? Explain. 

No. 11 (10 points) 

(On your paper you are to write the numbers 1 through 10. Opposite 
each number you arc to write the word “true” if the statement is true 
and the word “false” if the statement is untrue. Grade will be based on 
the number of correct answers. No reasons need be given.) 

(1) Preferred stock dividends are always cumulative. 

(2) The present holder of watered stock is always liable to the 
creditors of an insolvent corporation for the difference between the 
amount received by the corporation and the par value thereof. 

(3) The theft of a certificate of stock which has been endorsed in blank 
prior to the theft and sold to an innocent purchaser passes good title to 
the purchaser. 

(4) Directors may never be forced by the stockholders to declare a 
cash dividend. 
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(5) A cash dividend normally becomes a debt of the corporation as 
soon as it is declared, providing it is properly declared and the public has 
been notified of the declaration. 

(6) Directors of a corporation are permitted to vote by proxy. 

(7) Directors are personally liable for all losses resulting to the 
corporation from ultra vires business, unless they have indicated their 
dissent to the ultra vires conduct. 

(8) Subscriptions to stock made before the corporation is organized 
are enforceable by the corporation after it comes into existence and the 
subscriptions are approved, if they were not previously withdrawn. 

(9) Unless specifically provided in its charter, a corporation may not 
properly buy its own stock. 

(10) A promoter who devotes much time to the promotion and 
organization of a corporation is not entitled to compensation for his 
services unless the board of directors approves payment therefor after 
the corporation is organized. 

No. 12 (10 points) 

(On your paper you are to write the numbers 1 through 10. Opposite 
each number you are to write the word ^^true’’ if the statement is true 
and the word falseif the statement is untrue. Grade will be based on 
the number of correct answers. No reasons need be given.) 

(1) A mortgagee has no greater rights in the proceeds of fire insurance 
on the mortgaged property than any other creditor of the mortgagor 
unless the insurance policy has a mortgage clause in it or the mortgage 
requires the mortgagor to carry insurance for the benefit of the mortgagee. 

(2) Loss resulting from smoke damage caused by an unfriendly fire is 
not covered by an ordinary fire insurance policy. 

(3) In the absence of a state statute, creditors may reach the cash 
surrender value of life insurance carried by a debtor if the right to change 
beneficiaries has been reserved, even though a beneficiary has been 
named. 

(4) A co-insurance clause in a fire insurance policy makes the insured 
responsible for part of any fire loss unless he carries the required amount 
of insurance. 

(5) Under an 80% co-insurance clause, the insured who carries less 
than 88,000 insurance on a property valued at J10,000 shares a portion of 
every fire loss. 

(6) Life insurance which has lapsed is worthless unless the policy or a 
state statute gives it values. 

(7) Under a standard mortgage clause, if the insurance company pays 
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a fire loss to the insured^s mortgagee, the insurance company generally 
has the right of subrogation to part or all of the mortgage. 

(8) A life insurance policy, in which the insured has named a bene¬ 
ficiary and has reserved the right to change the beneficiary, may not be 
pledged as security for a debt without first having the beneficiary changed 
by the company. 

(9) If an insured carries a life insurance policy for the protection of a 
creditor, naming the creditor as the beneficiary, at the death of the 
insured the insurer pays the face of the policy to the creditor. 

(10) Adams obtained a policy of life insurance. In connection with 
the application he intentionally misrepresented his health. The policy 
contained a two-year incontestable clause and named C, a creditor, as the 
beneficiary. A died three years later still indebted to C lor an amount in 
excess of the policy The beneficiary can ordinarily recover the full face 
of the policy in spite of the misrepresentation. 

EXAMINATION IN AUDITING. MAY 19. 1960; 1:30 TO 6 P.M. 

Group I 


{Answer all questions in this grov])) 

No. 1 (15 points) 

a. Briefly describe the imprest system for operating a cash fund. 

b. State the principal advantages of the imprest system from the 
standpoint of internal control 

c Prepare a detailed questionnaire to be used by your staff employees 
in evaluating the internal control over a petty cash fund. 


No 2 (16 points) 

The following trial balance as of December 31, 1949 was taken from the 
general ledger of a client, the Y Company: 


Cash 

Accounts ret civable 

Reserve for loss on accounts 

Installment notes receivable 

Merchandise inventory 12/31/49 

Land 

Building 

8tore equipment 

Reserve for depreciation—Budding 
Reserve for depreciation—Store equipment 
Accounts payable 
Notes payable 
Deferred income on sales 


$ 175,000 

243,000 

$ 

712,200 

307,500 

450,000 

1,265,500 

750,000 


8,300 


410,000 

380,000 

234,100 

300,000 

94,200 
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Preferred stock—$5 cumulative, 10,000 shares 
Common stock—no-par, 26,500 shares 
Earned surplus. 

Sales 

Cost of goods sold 
Selhng expenses 
Administrative expenses 
Non-operating income 
Interest expense 


$1,000,000 

800,000 

460,000 

1,360,000 

S 902,000 
104,000 
79,500 

11,500 

9,400 _ 

$5,058,100 $5,058,100 


During the course of the audit, the following information was obtained 
in connection with the above accounts; 

1 . Included in Installment notes receivable was the unpaid balance of 
$75,000 on a note from an officer of the company arising from a loan. The 
note is payable at the rate of $2,500 a month and is secured by the 
assignment of 1,000 shares of X Company stock which had a market 
value of 483^ as of December 31, 1949. Installments have been paid 
when due. 

2 . The replacement value of the inventory at December 31, 1949 was 
$310,500 

3. Purchase commitments for future delivery as of December 31, 1949 
amounted to $245,000. These commitments could have been replaced at 
that date for $210,000. 

4. During 1949 an increasing amount of sales were made on the install¬ 
ment basis. During the year 1948 such sales were only 30% of total 
sales, while during the year 1949 installment sales were 52% of total 
sales Because of the increase, the company as of June 30, 1949 started 
deferring the profit on installment sales made after that date and taking 
such profit into income in proportion to cash collected. Their procedure 
was to debit Sales for the amount of profit and credit Deferred Income. 
As the profit was realized through cash collections, they reversed the 
entry by a credit to Sales and a debit to Deferred Income. 

Required: As to each of the items numbered 1 through 4, you are to state: 

a. Any additional information needed to enable you to decide how the 
item should be adjusted or reported in the financial statements as of 
December 31, 1949. 

b. Any adjusting entries you would make. If necessary as an explana¬ 
tion of your entries, state any assumption you make as to the additional 
data referred to in a above. Omit amounts if these cannot be determined. 

c. The exact wording of any exception you would include in your 
certificate (assume a short-form report), or of any descriptive disclosures, 
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comments or notes which you would make a part of the financial state¬ 
ments. If necessary, state any assumption you make as to the additional 
data referred to in a above. 

(It is suggested that you set up your answer in such a way as to have, a, b 
and c together under each number). 


No. 3 (15 points) 

a. Accepted auditing procedure requires the confirmation of receivables 
where such confirmation is practicable and reasonable Under what 
general conditions would you consider it to be impracticable to confirm 
receivables? 

b. Where the accounts receivable are a material item among the assets, 
but the client refuses to permit the auditor to confirm them, what alter¬ 
nate procedures would you take and what in addition to the alternate 
procedures might the auditor do, assuming he is making a regular annual 
audit and issuing a short-form report? 

c Where there is a large number of receivables, a test circularization is 
frequently relied on by the auditor. You are to state the factors ^\hich 
the auditor should consider in selecting the individual items to be circular¬ 
ized. Assume that the general extent of the test has been determined. 


No 4 (15 points) 

The books of 0 Corporation, a client, show the following results of 
operation for the calendar year 1949: 


Income 

Sales $260,000 

Interest on State of California bonds 500 

Dividends on stock of doinestii corporations 1,000 

Dividends on stock of foreign corporations 500 

Gam from sale of machinery used m the business, purchased in l')4b 3,000 


$265,000 


Expenses and losses; 

Contributions to community fund 

Insurance premium paid on polity on life of ofTu er on wlmh 
corporation is beneficiary 
Depreciation 

Loss on sale of securities purchased for investment m 1947 
Other expenses 

Net mcome before Federal income taxes 


$ 8,000 

1,500 

12,000 

6,000 

170,000 197,500 

$ 67,500 


Additional data: 

Dividends paid in cash in 1949—$30,000 
Earned surplus January 1, 1949—$100,000 
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The other expenses of $170,000 are deductible for Federal income-tax 
purposes. 

Depreciation allowable for Federal income-tax purposes—$10,000. 
Required: 

a. Compute the net income for Federal income-tax purposes. The 
corporation reports on an accrual basis. 

Tax rates in effect are as follows: 

Normal tax rates: 

Net income of 1550,000 or leas. 15% on first S 5,000 

17% on next 15,000 
19% on next 5,000 
31% on next 25,000 

Net income of over $50,000. 24% of entire normal-tax net income 

Surtax rates: 

Up to $25,000. 6 % 

Over $25,000 but not over $50,000. $1,500 plus 22% of amount over $25,000 

Over $50,000. 14% of entire surtax net income 

b. Prepare Federal Schedule M—Reconciliation of Net Income and 
Analysis of Earned Surplus and Undivided Profits, for the return which is 
to be on a calendar-year basis. 

No. 5 (12 points) 

In making an annual audit of a company you notice in going through 
the general ledger that there are several accounts which are not included 
in the trial balances of the company either at the first or at the close of 
the year because there were no balances in the accounts at either date. 
The accounts are in the section of the ledger where prepaid and deferred 
charges are kept and include accounts such as Contribution, Dues and 
Subscriptions and Development Expense. State what interest, if any, 
you would have in these accounts; what you would do with the accounts, 
if anything; and the reasons for your answers. 

No. 6 (7 points) 

In making an audit of a business, you find that there is included in the 
income accounts a credit balance of $6,325 which is identified as Net Gain 
or Loss on Disposal of Fixed Assets. Give in detail the procedure you 
would follow in the verification of this account. 

Group II 

(You are to answer either Question 9 which has a value of 20 points, or 
you are to answer both Questions 7 and 8 which have a value of 10 points 
each.) 
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No. 7 (10 points) 

In making an audit of a corporation that has a bond issue outstanding, 
the trust indenture is reviewed, and a confirmation as to the issue is 
obtained from the trustee. List eight matters of importance to the 
auditor that might be found either in the indenture or in the confirmation 
obtained from the trustee. Explain briefly the reason for the auditor’s 
interest in each of the items. 

No. 8 (10 points) 

State what documents or evidence the auditor would examine in the 
verification of each of the following: 

a. Advertising expense, where advertising is placed through an agency. 

b. Advertising expense, where advertising is placed direct by your 
client in newspapers. 

c. Royalty expense. 

d. Repair expense. 

No. 9 (20 points) 

For several years you have been making the annual audit of a manu¬ 
facturing company as of December 31st. In order to spread out your 
work as much as is feasible, you have decided to do as much interim work 
as can profitably be done on this engagement, starting about two months 
before the year-end. 

a. You are to prepare an audit program in detail for preliminary work 
to be done in November on accounts receivable and sales. 

b. You are to prepare a program in detail for the year-end examination 
of accounts receivable and sales, taking into account the work done in the 
preliminary examination. 

Prepare your programs taking into consideration the procedures and 
controls described below. 

Your files reveal the following information: 

All sales are charged to accounts receivable, any cash collected before 
or at the time of sale being credited to the customer’s account. For each 
sale an order is written up (usually by the salesman obtaining the order); 
a shipping order is prepared in the production planning department; a 
shipping notice is prepared in the shipping department and, based on 
these forms and the order, an invoice is prepared in the billing depart¬ 
ment. Prenumbered forms are used. The invoices are recapped daily 
by products and recorded in the sales register. Posting to customers' 
accounts is from a copy of the invoice. A credit to the perpetual inven¬ 
tory is based on the shipping notice. Sales are all 2/10: N/30 from date 
of invoice. Credit memoranda for returns, etc. are supported by a 
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receiving report, or are approved by the sales manager if they involve an 
adjustment or allowance. 

Most collections are checks received by mail. The mail is opened by a 
clerk who prepares a list of the checks, which list is sent to the accounting 
department where it is later reconciled to the cashier’s report for the day. 
The checks are turned over to a clerk who records them on a cash report 
after checking them as to the correctness of the discount, irregularities, 
etc. The checks are then turned over to the cashier who summarizes 
and enters them in the cash book, prepares the deposit ticket and deposits 
them. The cash report goes to the accounts receivable bookkeeping 
section for use in posting to individual accounts. Checks or currency 
received from customers not remitting by mail are paid direct to the 
cashier, who issues a prenumbered receipt to the customer and sends one 
copy of the receipt to the clerk writing up the cash report. 

Write-off of accounts as uncollectible is recommended by the credit 
manager and approved by the treasurer. There are about 3,500 accounts 
in the customers’ ledger, which is divided into eight sections each with a 
control summary. 

Posting is by machine which accumulates the totals posted into each 
section of the ledger. These totals are posted to the section control. 
The average sale is $500 with a range of individual sales of from $50 to 
$ 10 , 000 . 
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The Lee Roberts Manufarturing ( ninpaiiy 

May, 1950 
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X.B. Manufarturing Company 

May, 1950 

566 

Appendix 

The Town of Elm Springs 

May, 1950 

566 

Appendix 
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May, 1950 
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Appendix 

The Following Information Relates to Federal Ineome 




Taxes 

May, 1950 

574 

Appendix 

The Speculative Realty Company 

May, 1950 

576 

Appendix 

Thomas Trading Company 

May, 1950 

577 

51 

P and R 

Nov., 1949 

93 

140 

The P.A.R. Company 

Nov., 1949 

269 

214 

The E.A.P, Company 

Nov., 1949 

397 

223 

The B.C. Manufacturing Company 

Nov., 1949 

414 

40 

The Modern Restaurant 

May, 1949 

74 

69 

Fayetteville Company 

May, 1949 

127 

151 

The Rheta Rose Manufacturing Company 

May, 1949 

284 

12 

Alexander Company 

Nov., 1948 

22 

125 

AB Trading Company 

Nov., 1948 

243 

132 

The Phoenix Branch of Ace Mart Co. 

Nov., 1948 

254 

198 

Z County Hospital 

Nov., 1948 

369 

21 

Hoover Handkerchief Manufacturing Company 

May, 1948 

43 

53 

AB, a Partnership 

May, 1948 

96 

64 

Watt Manufacturing Company 

May, 1948 

118 

183 

Jones, Inc. 

May, 1948 

341 

199 

Municipal Expendable Revenue Fund 

May, 1948 

370 

56 

Arnold, Bates and Cass 

Nov., 1947 

100 

138 

Winston Company 

Nov., 1947 

264 

176 

Yip and Zip 

Nov., 1947 

330 

200 

Water department of the Town of G 

Nov., 1947 

371 

228 

X Bank 

Nov., 1947 

421 

107 

A Company, B Company 

May, 1947 

206 

186 

Farm Equipment Co. 

May, 1947 

347 

201 

City of Fulton 

May, 1947 

372 

218 

The Construction Company 

May, 1947 

405 

232 

X Machine Company, Y Assembly Company 

May, 1947 

428 

22 

Novo Kitchen Aids, Inc. 

Nov., 1946 

44 

35 

X Construction Corp. 

Nov., 1946 

62 

205 

Prep School 

Nov., 1946 

378 

209 

John Pyx 

Nov., 1946 

388 

19 

The Acme Trading Company 

May, 1946 

37 

23 

B-V Co., Inc. 

May, 1946 

45 

113 

A Company, B Company 

May, 1946 

216 
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Problem 


Date 

Page 

155 

The Bunsom Co. 

May, 1946 

292 

202 

Middle City 

May, 1946 

373 

44 

The Zane Department Store 

Nov., 1945 

80 

114 

A &L Cd., X Corp. 

Nov., 1945 

218 

148 

Rowe Corporation 

Nov., 1945 

280 

164 

The Johnson Meat Packing Company 

Nov., 1945 

308 

203 

Municipal Garage Revolving Fund 

Nov., 1945 

375 

100 

H Co. and Subsidiaries A Co. and B Co. 

May, 1945 

194 

173 

Dart Co. 

May, 1945 

324 

188 

Ben East, Deceased 

May, 1945 

351 

196 

Morton City 

May, 1945 

364 

229 

Ace Co. 

May, 1945 

422 

85 

The Big Three Corporation 

Nov., 1944 

162 

178 

Tad Co., Inc. 

Nov., 1944 

333 

185 

The Tyler Trading Company 

Nov., 1944 

346 

222 

Acme Company 

Nov., 1944 

414 

20 

Star Manufacturing Company 

May, 1944 

40 

38 

A, a Sole Proprietor 

May, 1944 

71 

162 

The Taylor Manufacturing Company 

May, 1944 

306 

197 

City of Doeville 

May, 1944 

367 

216 

Moran Realty C'ompany 

May, 1944 

400 

57 

A and B 

Nov., 1943 

103 

68 

National Industries, Inc. 

Nov., 1943 

126 

82 

QR Company 

Nov., 1943 

157 

116 

Top Holding Company 

Nov., 1943 

222 

191 

Alex Dunn, Jr. 

Nov., 1943 

357 

195 

City of M 

Nov., 1943 

362 

24 

Black Corporation 

May, 1943 

47 

31 

The Manager of a Summer Resort Hotel 

May, 1943 

57 

165 

The Union Solvents C-ompany 

May, 1943 

309 

221 

Service Company, Operating Company 

May, 1943 

413 

27 

The Boylston Manufacturing Company 

Nov., 1942 

51 

74 

Parathon Distributing Company 

Nov., 1942 

137 

193 

Samuel Gifford 

Nov., 1942 

359 

194 

City of X 

Nov., 1942 

361 

3 

Brandon Manufacturing Company 

May, 1942 

6 

71 

The X Iron and Coal Company 

May, 1942 

131 

78 

From the Following Transcript of ‘‘Insurance Ac¬ 




count” 

May, 1942 

146 

117 

Rockford Radio Company 

May, 1942 

222 

141 

The Specialty Product Manufacturing Company 

May, 1942 

270 

184 

The Sanford Manufacturing Company 

May, 1942 

344 

211 

Morton and Norton 

May, 1942 

391 

5 

Young & Co., Inc. 

Nov., 1941 

8 

65 

Lynch & Co., Inc. 

Nov., 1941 

119 

76 

Merritt Company 

Nov., 1941 

143 

131 

Argo Grocery Company 

Nov., 1941 

252 

215 

Elmer and Ford 

Nov., 1941 

399 

220 

Way Mfg. Co. 

Nov., 1941 

412 
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Problem 


Date 

Page 

26 

California Ship Company 

May, 1941 

48 

54 

Sioux City Printing Company 

May, 1941 

97 

83 

Hall Instrument Company 

May, 1941 

159 

102 

Phoenix Co., Eastern Airports, Inc., Potomac Airport 
Co. 

May, 1941 

198 

171 

Zinc Mining and Milling Company 

May, 1941 

320 

8 

The Citizens Light and Power Company 

Nov., 1940 

16 

32 

From the Following Trial Balances of a Wholly Owned 
Subsidiary 

Nov., 1940 

59 

115 

John Doe Manufacturing Company 

Nov., 1940 

219 

149 

The Metal Products Company 

Nov., 1940 

281 

192 

E. M. Dodd 

Nov., 1940 

358 

204 

Watson College 

Nov., 1940 

376 

52 

Arnett, Jensen, Foltz, and White 

May, 1940 

94 

77 

Jones Manufacturing Company 

May, 1940 

145 

91 

Corporations A and B 

May, 1940 

179 

152 

The National Fibre Corporation 

May, 1940 

286 

156 

The SS Manufacturing (Company 

May, 1940 

293 

166 

Red Desert Copper Company 

May, 1940 

310 

190 

James Roe 

May, 1940 

355 

206 

The Zenith Junior College 

May, 1940 

380 

47 

A, B, and 0 

Nov., 1939 

85 

111 

Acme Carburetor Company 

Nuv., 1939 

212 

124 

Hosiery Knitting Business 

Nov., 1939 

241 

153 

The HKH Oxygen Company 

Nov., 1939 

287 

169 

The Sulphur Company 

Nov., 1939 

316 

48 

Brown and Black 

May, 1939 

86 

128 

Glove Department of a Department Store 

May, 1939 

249 

135 

Household Furnishing Corporation 

May, 1939 

258 

39 

F. Burden 

Nov., 1925 

72 

80 

Illinois 

The Hot Dog Blast Furnace Company 

Nov., 1928 

150 

207 

The Kalipar School for Boys 

Nov., 1928 

382 

66 

D. S. Watt 

May, 1928 

122 

50 

Kentucky 

A and B Own and Operate a Laundry 

Nov., 1939 

91 

92 

Barlow Company—White Corporation 

Nov., 1938 

179 

163 

Maryland 

From the Following Data Prepare Two Work Sheets 

Nov., 1944 

308 

208 

The Mutual Aid Life Insurance Company 

Nov., 1944 

386 

226 

The Acme Machine Works 

Nov., 1944 

419 

227 

The Calvert Investment Co. 

Nov., 1944 

420 

119 

Black and White 

Nov., 1943 

229 

224 

The Red Cab Company 

Nov., 1943 

416 

123 

A Company 

Nov., 1942 

239 

129 

A Specialty Shop 

Nov., 1942 

250 
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Problem 


Date 

Page 

99 

Company A Engaged in Shipbuilding 

Nov., 1941 

193 

160 

The Metals Products Corporation 

Nov., 1941 

301 


New York 



55 

A, B, and C 

Nov., 1945 

99 

no 

M Company, P Company 

Nov., 1945 

211 

139 

ABC Manufacturing Company 

Nov., 1945 

268 

2 

Scanlon Company 

May, 1945 

4 

9 

Hudson Manufacturing Company 

May, 1945 

17 

14 

Magnus Company 

May, 1945 

26 

15 

The Professional Associates, Inc. 

May, 1945 

27 

167 

The Frontier Lumber Company 

May, 1945 

311 

16 

The Arctic Refreshmint Company 

Nov., 1944 

29 

70 

Dubois Manufacturing Company 

Nov., 1944 

129 

168 

The Service Corporation 

Ndv., 1944 

312 

181 

Bolling Green & Company 

Nov., 1944 

338 

231 

Old Boys' and Brothers’ Betterment Association 

Nov., 1944 

427 

1 

The Crosby Company 

April, 1943 

3 

10 

The Fruit Juice Company 

April, 1943 

19 

42 

The Manning Company 

April, 1943 

78 

45 

Broad and Gates 

April, 1943 

83 

104 

A Company, B Company, C Company 

April, 1943 

202 

180 

Stewart and Company 

April, 1943 

337 

28 

U. B. Dom Company 

April, 1942 

53 

46 

Reed & Wurk 

April, 1942 

84 

75 

From the Following Data 

April, 1942 

140 

93 

Antioch Company 

April, 1942 

183 

142 

Department D in a Certain Chemical Plant 

April, 1942 

271 

147 

XYZ Company 

April, 1942 

279 

13 

Exeter Company 

Oct., 1941 

24 

26 

Ayno Manufacturing Company 

Oct., 1941 

51 

43 

C. U. Morrell 

Oct., 1941 

79 

89 

From the Following General Ledger Balances 

Oct., 1941 

173 

225 

Sun Manufacturing Company 

Oct., 1941 

417 


Ohio 



134 

The Consumer Products Company 

May, 1946 

257 

161 

The Parts Manufacturing Company 

May, 1946 

303 

62 

New Corporation 

Oct., 1945 

113 

106 

Mortor Co., Shells, Inc., Powder Mills, Inc. 

Oct., 1945 

205 

143 

The Eclipse Foundry Company 

Oct., 1945 

272 

72 

Airmotors, Inc. 

May, 1945 

132 

79 

Made-Right Company 

May, 1945 

147 

11 

Aircrafters, Inc. 

Oct., 1944 

20 

97 

The First Corporation, The Second Corporation 

Oct., 1944 

189 

182 

The Specialty Company 

Oct., 1944 

339 

174 

The National Products Company 

May, 1944 

325 

86 

The Distributors’ Sales Corporation 

Oct., 1943 

165 

88 

The Appliance Corporation 

Oct., 1943 

170 



INDEX 


Problem 

189 

58 
112 

176 
108 

177 
187 

37 

103 

170 

90 

95 
172 

49 

96 
126 
127 
159 

59 
230 

61 

73 

109 

130 

158 

67 

213 


121 


146 

29 

87 

122 

137 

210 

7 

36 

84 

18 

34 

105 

150 

179 

6 


John Smith 

The Trucking Company 

The Ohio Manufacturing Company 

The Machine Company 

Flare, Inc., Metals, Inc., Tool, Inc. 

Foundry and Machine Company 

C.B. Corporation 

The U.S. Corporation 

Aviation Inc., Motors, Inc., Propeller, Inc. 
The Columbus Tile & Coal Company 
The X Corporation 
New Company 

The Salem Products Company 
Three General Contracting Companies 
Products, Inc. 

The Columbus Parts Company 

The M Corporation 

The Capital Machine Company 

A, B, and C 

The X Corporation 

M Corporation 

The Manufacturing Company 
Company A, Company B 
The Merchandising Company 
The Craft Paper Company 
The Fashion Tailoring Company 
Brown and Black 

Pennsylvania 

Reliable Stock Brokerage 


Wisconsin 

The Waverly Manufacturing Company 
Friendly Cooperative Company 
A Company 

X Manufacturing Company 
The Ace Appliance Company 
The Mack Shoe Store 
X Corporation 

Super Engine Manufacturing Company 
R Manufacturing Company 

You Are to Revise the Accompanying Financial 
Statements 

The Atlas Manufacturing Company 
Chicago Co., Milwaukee Co., St. Paul Co., Madison 
Co. 

The Miller Company 

The Curtis-Shannon Company 

The Roberts Company 
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Date 

Page 

Dct., 1943 

352 

May, 1943 

. 104 

May, 1943 

214 

May, 1943 

328 

Oct., 1942 

208 

Oct., 1942 

332 

Oct., 1942 

350 

Apr., 1942 

66 

Apr., 1942 

200 

Apr., 1942 

317 

Nov., 1941 

174 

Nov., 1941 

185 

Nov., 1941 

321 

May, 1941 

88 

May, 1941 

186 

May, 1941 

244 

Oct., 1940 

245 

Oct., 1940 

299 

May, 1940 

106 

May, 1940 

425 

Oct., 1939 

111 

Oct., 1939 

135 

Oct., 1939 

210 

May, 1939 

251 

May, 1939 

296 

Nov., 1933 

123 

May, 1928 

394 

Nov., 1928 

235 


Nov., 1948 

277 

Nov., 1945 

54 

Nov., 1945 

167 

Nov., 1945 

236 

Nov., 1945 

262 

Nov., 1945 

389 

Nov., 1944 

13 

Nov., 1944 

64 

Ndv., 1944 

161 

Nov., 1943 

34 

Nov., 1943 

61 

Nov., 1943 

203 

Nov., 1943 

283 

Nov., 1943 

336 

Nov., 1942 

10 
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Pboblem 

Date 

Page 

63 

The ABC Radio Company 

Nov., 1942 

116 

136 

From the Following Pre-closing Trial Balance 

Nov., 1942 

261 

145 

The Lasko Mining Company 

Nov., 1942 

276 

17 

The Blackfly Aero Corporation 

Nov., 1941 

30 

30 

The Evans-Carter Company 

Nov., 1941 

56 

33 

Gilbert Manufacturing Company 

Nov., 1941 

60 

41 

The Tracy Corporation 

Nov., 1941 

76 

144 

The A Company 

Nov., 1941 

273 

154 

A Manufacturing Company 

Nov., 1941 

289 

212 

A Jobbing Company Suffered a Fire Loss 

Nov., 1941 

393 

217 

The A Company 

Nov., 1941 

402 

98 

Company A and Companies B, C, D, and E 

Nov., 1940 

191 

120 

The First National Bank of Ole 

Nov., 1940 

230 

219 

A Corporation 

Nov., 1940 

407 

60 

White, Brown, & Black 

Nov., 1939 

108 

94 

C^irporation A, Corporation B, and Corporation C 

Nov., 1939 

184 

101 

lied Company, White Company, Blue Company 

Nov., 1939 

196 

133 

The Modern Manufacturing Company 

Nov., 1939 

256 

233 

The X Company 

Nov., 1939 

431 

118 

Meneral Gotors Company 

Nov., 1927 

224 

157 

The Wrought Iron Manufacturing Company 

Nov., 1927 

295 

4 

Oxford Corporation 

Nov., 1924 

7 

81 

The Wisconsin Canning Company 

Nov., 1924 

154 


Summary 




No. 

OF Problems 



American Institute of Accountants 

116 



Illinois 

3 



Kentucky 

2 



Maryland 

10 



New York 

30 



Ohio 

40 



Pennsylvania 

1 



Wisconsin 

38 



Total problems 

240 





